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Talk is cheap. best in the world of investment bankin 

The real proof of a bank's strength lies in its What gives us our edge? It’s a combination of 
performance — in the actual deals it puts together. characteristics no other bank has 

At Chase, we've been putting together impressive For starters, there's our sheer size and strength. | 
deals for years — from being the first U.S. bank to raise investment bank (or any other type bank for that matt 
a domestic Swiss Franc bond issue, to the recently has both the customer and capital base that Chase dc 
financed power project in the People’s Republic of Add to that our fully integrated global network. 
China. Fact is, our performance places us among the This is especially important with today’s increasingly 
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U.S. $100,861,433 
Conditional Sale Agreement 


Sanata Leese tm nk 














omplex deals involving multi-national participants size, international network, specialized industry 

And then, of course. there are the Chase people knowledge and the broadest range of investment 
eople with expertise in all fields, from mergers and banking products is what sets Chase apart from other 
cquisitions, to swaps, trade finance. and electronic financial institutions around the world 
ianking. People capable of working in partnership. with But, without execution, all of that would just be 
reir clients and with one another. A network of bankers talk. If you want real proof of what we can do, just take 
ble to work quickly to meet customer needs a look at the deals we've put together 

This total global banking capability that integrates They speak for themselves 
» Ei CHASE 
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The more important the meeting, 
the more important the airline. 
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:|_ Time began with a bang, and 
re universe has gone on 
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Red Crossed, page 31. Day of 
sight peace, page 30. 


Balancing act 


The Alliance likes Tories more, 
says The Economist/mori poll, 
page 49. 


“Torture’s end 
Not yet in Turkey, page 43. 


‘North-South 

Poor countries take.the brave 
plunge to competitive 
exchange rates, page 59. How 
| to help Britons bridge their own 


-| gap, page 19. 
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High fight in Iran, page 27. 
“Fundamentalists against the 
| Mad Hatter | in Tennessee.. 


Robert Maxwell s dean no 
longer seem so wild, pages 
76-80. High prices for 


American publishers, page 57. 
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Euromonkeying 

The EEC sees no Syria, hears 
no Syria, page 14. France has 
its reasons, page 46. Can 
anything stop Hafez Assad?, 


-page 28. Israeli view, page 86. 
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Whose Senate? 
Reagan fights to keep it 
Republican, page 37. Women 
as underdogs, page 38. The 


voter's task, page 40. Black 


Boston's vote on secession, 
page 39. Schiesinger’s cycles 


of American history, page 85. 
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As Lenin said 

The foreign-policy step back 
that Mikhail Gorbachev must 
take if he's to get Russia into 
forward-leaping shape again, 
page 13. The kick he could 
give Vietnam, page 15. How 
much does missile-cutting 
save?, page 44. 


Will’s testament 


A volume to be prized above a 
dukedom: Oxford's complete 
Shakespeare; page 89. 
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Down market 


Computer failure in the City, 
but most other things succeed, 
page 67. Merchant banks 


-rāpped, page 68. New medium 
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World politics and current affairs 


As Lenin said to Gorbachev 

‘Europe’ has no policy 

Vietnam: Bottom of Marx's league 
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Another soft day in Ireland 
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Europe and China; Reinhold Messner; France; Mario 
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mats; Women's appointments; 


Business, finance and science — 
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57 World Business: Publishers shake the dust ‘olf ‘the 
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rencies; Alfa Romeo; Kenji Osano; Japanese coal; Sain 
Gobain; Sheikh Yamani; Carlo de Benedetti; Chips; Ships 
Schools Brief: Rigor mortis.in the labour market 
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Takeover Panel; Euronotes; Investment banks; Invesim 
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inflation caused recession after the big bang. 
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After Reykjavik 


SIR—-Your analysis of Mr Gorba- 
_chev’s motives in the current 
spate of arms-control talks (Oc- 
“tober 18th) is unnecessarily con- 
strained. Wanting an arms-con- 
trol deal, wanting to stop SDI, 
anting to encourage neutralism 
vin the western democracies, 
wanting to split Europe from 
America, wanting to make Mr 


‘Two aims behind two smiles 


Reagan appear hawkish, inflexi- 
ble and foolish—these are all 
“wholly compatible objectives 
from the Russian perspective. 

If Mr Gorbachev does want an 
arms-control deal, then any tac- 
tics which harness public opinion 
in the West.to soften or.ridicule 
his opponents will ultimately give 
him the best deal. Spreading con- 


fusion and doubt among the west-. 


ern allies is.a good preliminary. 

erhaps the Russians see SDI as a 
technology battle that they do not 
xpect to win and they do not 
want to trade their strong posi- 
ion today for a weak one in ten 
ears’ time. Perhaps they have 
developed some new non-nuclear. 
technology for wreaking destruc- 
“tion and they want a phased dis- 
-mantling of the western nuclear 


‘reduction in numbers of. war- 
_heads to save money, though why 
_ this proposal should be described 
as historic or a cause for celebra- 
tion is hard to see. - 

If Mr Gorbachev does not want 
n arms deal, then the current set 
‘of initiatives, with well-timed 
-progress reports to the western 
‘media, have enormous propagan- 
da value. By promoting his new 
image as a frustrated peacemak- 
er, the electoral popularity of his 
‘Opponents is weakened. It is re- 
markable that growing numbers 
of people i in the West can serious- 




























































arsenal. Perhaps they just want a> 


ly speculate about the viability of 
neutralism or unilateral surren- 
der, ignorant of or indifferent to 
the most telling evidence about 
the character and motivation of 
the Russian regime—the denial 
of human rights and the torture 
of critics and opponents. 

The existence of a world in 
which people are free to think, 
express ideas, move about, seek 
change and improvement will al- 


ways be an embarrassment and a 
threat to the rulers of countries 
whose unfortunate. inhabitants 
are denied these rights. If Mr 
Gorbachev succeeds in influenc- 
ing public opinion in the West to 
the point where its leaders lack 
the resolve to defend themselves, 
then he will have demonstrated 


that democracy was not such a 


good idea. after all. But then 
historians will not be free to tell 
the truth about what happened. 


London STEPHAN BURNE 


SmR—You and Mr Henry Kissin- 
ger who should both know better, 


have bought the spurious claim 
that SDI offers an alternative to 


the threat of nuclear war. A 
space-based anti-ballistic system, 
even if both sides. had it, would 
be a detriment to stability for the 
following reasons: 

1.-Itis inherently untestable, and 
thus would add to the uncertainty 
that fuels the arms race and com- 
plicates detente. 

2. It would make a nuclear ex- 
change not less but more likely, 
by reducing (but not eliminating) 
the anticipated cost. 

3. It would provoke a scramble 
to produce smaller, more accu- 
rate missiles, which would make 
the idea of a “limited” nuclear 
war more palatable to strategists. 
4. It would reduce the disincen- 





tives to conventional warfare. — 


we have the technology to de- 
stroy the world, and will always 
have it in one form or another. 
There is no technological solu- 
tion to this fundamental prob- 
lem; we will have nuclear terror 
(or its equivalent) until some new 
political order emerges. The only 
threat to our survival greater than 
the balance of terror is from 
those who wish to upset it in the 
supposed interests of security. 
Boston, 

Massachusetts R. M. CRUTCHFIELD 


SIR—You note blithely. that 
“anti-missile weapons 
themselves be invulnerable to 
surprise attack.” But any space- 
based star-wars system capable of 
shooting. down an opponent’s 
missiles can be programmed just 


as easily to destroy that oppo- 


nent’s own missile defence: sys- 
tem. The wiles of science have no 
way of avoiding this inherent 
(and inherently destabilising) 
contradiction, 

Alexandria, 


Virginia ARTHUR HAUPT 


SIR—You state that “Brezhnev 
and Pompidou once met in Reyk- 
javik.” It was Richard Nixon who 
met Pompidou in Reykjavik. (as 
the French president had un- 
pleasant memories of his previ- 
ous trip to the United States). 


Tokyo ROBERT DUJARRIC 





Soaps 

SIR—Someone has been leading 
you astray (October 4th) about 
the production costs of producing 
prime-time action dramas: (like 
“Miami Vice”). As the producer 
last season of “Stingray” for Ste- 
ven J. Cannell. Productions and 
NBC, I guarantee that. we would 
have loved to have been able to 
produce our one-hour episodes 
for $im. Our: per-show average 
worked out closer to $1.5m; an- 
other in-house production, “A- 
Team”, topped around $1.8m, 
and from reliable sources at Uni- 
versal. Studios, “Miami Vice” 
cost over $2m per hour. 

Compare this with the licence 
fee paid by NBC for any of these 
series, which is and was about 
$850,000. Should any. action se- 
ries be cancelled within -three 
years (producing a minimum of 
60 one-hours then marketable for 
syndication), guess who bears the 
costs? 

Not the network, for sure. Ris- 
ing costs in production in Holly- 
wood, coupled with rocketing ex- 
pectations from _ series’ 








esuo the last week in December and the first week i rong Pon 


he Economist Newspaper. Ltd., 


rable mail to Times Printers Sdn, Bhd, Times Jurong, 2 J 
The Representative. 


In the end it must be faced that ° 


must © 
lions necessary to pay for it. But 








ction dramas” into Las 
Vegas-like gambles. Soaps with 
their multi-character (if success- 
ful, multi-star) formats and lavish 
production values are almost in 
the same economic bind. All of 














_which, of course, is unimportant 


to the consumer, who I believe 
simply got tired of weekly spin- 


¿ning tyres and gunshots, scandals 


and diamonds in favour of a few 


“well-told jokes and innocent 


pratfalls. 

No worries. The public is fick-_ 
le.. When this cycle changes 
again, someone will fork up the 
twaddle the viewers want and 
someone else will find the mil- 


not in the same old way. Expect 
some new ideas in sharing that 
risk, as in pre-selling to the inde- 
pendents and more “run 
production”. (as in “Stingra 
which moved to Calgary, Alt 

ta, Canada, to escape costs th® , 
season). 

As for me, I'm going back to 
the movies. i 
Hollywood, w 
California HERBERT WRIGHT 








Drug-running 
SIR—You say (October 11th) that . 
“General Manuel Noriega, the . 
head of Panama’s national guard, 
has been accused of drug-traf- 
ficking and gun-running in, evi- 
dence gathered by American in- 
telligence investigators. Panama 
is.a haven for more than 120 
banks. Some $600m in drugs pro- 
ceeds is alleged to pass through 
Panama every year; the country 
has, however, refused to allow 
the Americans access to the 
records”. 

You accuse Panamanian: | 
thorities of being involved 
drug-trafficking and gun-runn 
without stating that the. Ameri- 
can authorities have denied such 
accusations. You state that Pana- 
ma has refused to allow Ameri- 
cans “access to the records”; we | 
must remind you that Britain has | 
refused India’s prime minister, 
Mr Gandhi, access to banking | 
recordsin Britain. =, 

The campaign against Panama. 
is unjust. The British authorities 
have received a complete report © 
issued by our authorities about 
our actions against drug-traffick- “ 
ing. We do not have the awesome | 
financial means of the drug-traf- 
fickers, or those of the banking 
interests who are behind this 
campaign against Panama, to 
make the truth known. 

GUILLERMO VEGA, 


London — Ambassador of Panama 
























EPARTMENT OF GATT GENEVA 
: pidly expanding interest and development in the D E PUTY LIBR A RI, N 
troleum industries in P.N.G., the department is | ET SDN An { 


onnel for its policy and co-ordination 
erals and energy policy division and 


on is responsible for (a) advising the state on minerals 7 DESIRABLE OUALNCATIONS: f 


oleum policies and assisting in their formulation, (b) 


; the negotiations of minerals and petroleum agreements on gaan ga ; x 
_| between the state and development companies, (c) maintaining close Post graduate qualifications in librarianship 


json between project companies and the state sd, by ae Experience inan economic library 
| | monitoring, ensure that such agreements are adhered to, i o aa j 
| providing the government with technical support and advice on Knowledge of new documentation techniques 
er ars Sait EA a = Familiarity with computer techniques 
Successful candidates ave good academic qualifications in 
economics, planning, engineering, science or other relevant disci- a proficiency i in oer (French or Spanish an 
plines and at least three years professional experience. A willingness asset 
kinan interdisciplinary team either assessing complex policy 


ject co-ordination i is essential. Candidates Salaries and other emoluments á are ; 
Nations scales, appointment level in 


Salary ranges from K20 000 to o K25, 000 depending on qualifications cation and experience. ae 
‘and experience (Kone Kina (K) equal, CAL 60, sterling @0.70, PPE re: ee 
@NZ2.00, CAN1.35).. Three year contract, 24% gratuity, home Further details form and applications to: 


leave fares every 18 months. 
Virtually free cing Chief of Personnel 


Write, with CV by 20 November 1986 to: ICITO/GATT 
: ` THE SECRETARY : 154 Rue de Lausanne 


| Department of Minerals and Energy CH-1211 Geneva 21 
-PO Box 352 


‘Koneobua, Papua New Guinea. Not later than 27 November 1986 - 
ae Attention: Mr D. M. Evesson. : 


Finance Executive for 
Multinational Company 


One of our clients, a multinational organisation based at Lahore (Pakistan) havin 

p manufacturing units and over three hundred retail sale outlets, is looking for a dynamic _ 
person with qualities of leadership and managerial skill as finance executive who will be 
responsible for all aspects of financial and cost accounting, computerised management — 
information system, including planning, budgeting and budgetary controls. E 


| A Pakistani national we are looking for should be a chartered accountant having at least | 
| ten years post qualification experience in industry and more importantly knowledge of 
| computer application programming, systems programming and system analysis and 
` design. 
Interested candidates may send their details, curriculum vitae along with a photograph by © 
30 November 1986 at the latest to: 


Bhimji Gardezi Associates (PVT) Ltd 
Management Consultants 
Standard Insurance House 
E. I. Chundrigar Road 
Karachi (Pakistan) 


_ Applications will be treated with strictest confidentiality 





| Management 


itions 


$50,000 - $200,000+ 


The “ICA Executive Search Newsletter’ is a unique publi- 
cation created in 1974: It has readers in 60 countries and 
lists in exclusivity 500 to. 1000 job opportunities each year 
ranging from $50,000 to $2 or equivalent. 

The information is provided only by reputable 
‘executive-search firms in countries at no cost Lo 
them. These true search Consultants never advertise their 

< assignments in any publication of any kind. They use the 
ICA Executive Search trade newsletter ay, ta si Evpple- 
ment their own made-to-measure search ubs- 

- eribers can read the newsletter at homei in edp security. 
‘Tf opportunities interest them, they write to us and we 
pass on the inquiries to the Consultants concerned who 
will then’ contact suitable candidates directly. 

The newsletter is thus a simple way of keeping 
in touch with possible opportunities at home and abro: 
in complete confidence ~ which makes sense if your pre- 
sent job is satisfactory. Only subscribers can have access 
to these opportunities, 


; Ask for free sampl tod 
ICA. Send name and andiese + Teleplicns 
ica. executive search newsletter 
-3 RUE D'HAUTEVILLE 75010 PARIS FRANCE 


P zenarena Adal alicia Bat hd son rth cial 
oO BELGIUM - FRANCE » IRELAND - LUXEMBOURG - U.K. - U.S.A. 


‘We are looking for Area Distributors : 


» Far East countries » Middle East countries 
* Australia and New Zealand * Africa * Latin America 
* North America (USA - Canada - Mexico) 
+ Scandinavian countries © South Europe countries. 
IMUM INVESTMENT $3000 


Controller 
of Audit 


International Fund. 
for Agricultura Development 


tions) 


located ir in Rome a wh candidates to fill the post of Project 
troller. 


Incumbent will report to Director Latin aneia & Caribbean | 


Division, Project Management Department and will be responsis- 
ble for processing of development projects at all stages of the 
project cycle including: : s 
—identification and preparation of projects; 
—participation in project ¿ isal and: arr. Ngpients with co- 
operating institutions ; d/or co-financier: 
—preparation of loan documen 
ap abe ac monitoring, follow-up anid: ; “of supervision 
reports; 
—preparation of project reports for governing poy: and annual K 
programme of work. ; 
Candidates should have an „adani 


cultural Economics or. Agricul ural nice ; 

experience in project formulation and implemen 

knowledge of Spanish and English. Ability to travel extensive! 
also to tropical countries. 

han ee on experience and qualifications; net base salary per — 
annum wit r from. US$39,290.00 ‘to. US$46,340.00 with: 
dependants and nd US$36, 283.00 to US$42.638.00 without depen- | 
dants. Cost of living allowance subj 

United Nations Common System will r 

US$11,961.00 with dependants. and 

dependants. 

Initial contract is for two years. Deadline for applica ns is 14 
January 1987. 

Send applications in first instance to: 

The Economist, POBox 3504, 4 25 St James's Street, London 
SW1 1HF, UK. 


The Audit Commission is appointing a successor to its first Controller 
John M M Banham, who will be taking over as Director-General of the CBI. 


The Commission appoints auditors to local authorities in England and 


spend over £30 billion a year. In addition to seeing that this money i 
Commission and its auditors are concerned with value for money 


Since April 1983 the Commission has identified ETA im reveinenCopportunities ims 
local government worth over £2 billion a year. To maintain this effort, the next a 
Controller will need an outstanding record of achievement in business, the 

professions or the public service. To lead the Commission effectively and ensure 
credibility within local government and Whitehall, an unusual combination of 
communications, political and management: skills will be required; The salary will be 
sufficient to attract the right person. ; ; ; 


‘Au di it Please write in strictest confidence to: David J S Coolen Chairman, Audit 


Commission 


Commission for Local Authorities in England and Wales, 1 Vincent Square, 
London SWIP 2PN. 





OPERTY 


Around a new harbour overlooking 
the River Thames, superbly designed and 
spacious apartments are for sale on 
leases. This exciting development by P& 
and Globe includes studio workshops, offi 
chambers, shops, restaurants and houses. 





AT&T and Philips Telec 


WOULD YOU BE LEVE, 





In 1876 a man called Alexander 
-Graham Bell invented the 
telephone. A few short years later 
-the Bell System, which was to 
become AT&T, was established. 
| Our experience had begun. 
And from that beginning to the 

_ present time, the parent compa- 
ies that came together to form 
-AT&T and Philips Telecommuni- 
cations have been the un- 
hallenged leaders in the tech- 
ology and operation of telecom- 
munications. 

_ Bell Laboratories - the 
esearch and development arm 
of AT&T - are without question 
he most distinguished in the 
_ world. They are acknowledged 


































as the inventors of the transi iste 
Telstar and many other break- 
throughs, marked with no few 
than seven Nobel prizes. 
Philips Laboratories have 
a simular stature in Europe. 
Among many significant = | 
achievements they numbe 
the development of the audi 
cassette, advanced medical 
systems, the lase 
nology and the pe ‘ne 
transmission techni iques | includ 
ing an advanced laser diode th 
has made opti eal transmission 















that AT&T and Phi ic lips with the 


suppor of research facil ities SUC 
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s these, will continue to leadthe operations AT&T and Philips are 
vorid in this field far into the noless experienced. Until recent- 
yreseeable future. In the area ly AT&T led the telecommunica- 
tele nuni cations network tion system ofthe United States of 
5 America, serving 90 million sub- 
scriber connections. Experience, 
in fact, is too small a word for it. 
All of the expertise is now 
available to almost the entire 
world for application in local 
markets. In the extensive field of 
public telecommunications AT&T 
and Philips Telecommunications 
offers a partnership that guaran- 
tees progress and continuity. 
It is true that AT&T and 

Philips Telecommunicationsisthe — 

world’s youngest telecommu- _ 
«nications company and no 
less true that it is at the same 
_ time, the world’s most expe- 
rienced. 
























AT&T and Philips Telecommuni- 

cations BV. J. v.d. Heyden- 
straat 38, PO. Box 1168, 

à 1200 BD Hilversum, 

= The Netherlands. Tel.: 

+31 35 87 31 11. Telex: 43894. 


re AND PHILIPS TELECOMMUNICATIONS. YOUR CONNECTION WITH THE FUTURE. 
PHILIPS as 











NOT IN INTERNATIONAL BANKING 


The Dutch have a worldwide reputation. For being 
good, astute businessmen. Were proud of this. But we 
also know that it's just not enough. Not in the world of 
international banking which grows daily more complex 
and sophisticated. 

Today, AMRO has an international banking 
capability precisely tuned to institutional, commercial 
and corporate needs. Indeed, we are built around 
them. 

Why not getin touch and testi our com tive edge 
We've got all of the Dutch business virtues as well. 
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~ If Lenin were alive, it is not hard to guess what he would 
be telling his comrades in Moscow three weeks after the 
failure at Reykjavik. Both Mikhail Gorbachev and 
_ Ronald Reagan are in post-Reykjavik trouble, but Mr 
_ orbachev’s embarrassment is worse than Mr Rea- 
: s. This is pushing Mr Gorbachev towards a settle- 
ment of Reykjavik’s unfinished business on terms which 
„would be two-thirds America’s, only one-third Russia’s. 
~The result could be a decade or so of wary truce 
between Russia and the West, but it would be a truce in 
which the West held much of the high ground. What to 
do? Reverse my slogan of 1904, Comrade Gorbachev: 
-take a necessary step backwards, in the hope that you 
i e two steps forward later on. 
As the Icelandic mists clear, Mr Reagan is being 
- rightly ticked off for excessive anti-nuclear enthusiasm 
at Reykjavik. Instead of saying that he was willing to 
consider abolishing all of Russia’s and America’s ballis- 
tic missiles after ten years (itself a pretty dreamy idea, 
to be frank), he let his tongue say all nuclear weapons of 
any kind, including cruise missiles and bombers: which 
carried him over into fairytale land. 

Most of Mr Reagan’s European allies were already 
unhappy about the proposal to remove all the cruise 
‘and Pershing-2 missiles they have painfully installed in 

urope over the past three years, because they want to 
«cep at least a few of them as a visible link to the great 
American nuclear umbrella. To be told that the whole 

- umbrella might be thrown away made every American 
ally’s jaw drop. How, ask frail Europeans and Japa- 
nese, are we to cope with Russia’s bigger numbers of 

< tanks and guns and infantrymen?—and they do not wait 

: to hear Mr Reagan’s robust American answer, which is 
that rich, free men ought to be able to guard themselves 
-against poorer and fewer Russians. 

¿As usual, Mr Reagan is talking his way out of his 
difficulties. He mis-spoke himself when he said “all” 
nuclear weapons; in fact, a 50% cut of the main set of 
warheads is the most that is likely to happen soon; and 
Europe can probably keep some cruise and Pershing 
missiles. Meanwhile the opinion polls show that among 























, popular than t they were kiok Reykjavik. Mr Gorba- 
och t wish he had such troubles. Unlike Mr 
told | 
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details wrong, Russia’s leader faces the fact that he. gi 
nothing at all out of Reykjavik. 

After a year of negotiating with Mr Reagan, he h: 
not yet got the missile cuts he needs to release mo 
for the high-tech non-nuclear weapons Russia’s gen 
als are demanding (see page 44). And he has neith 
blocked nor even slowed down Mr Reagan’s Strateg 
Defence Initiative. As he presumably explained t 
Politburo after his return from Reykjavik, things 
look up for Russia in the long run: a worried West 
Europe or a sceptical American Congress may force th 
abandonment of SDI. But meanwhile time is passin; 
tough budget decisions have to be taken in Moscow 
and Mr Gorbachev's hopes of reviving Russia’s econ 
my are threatened by the fact that he may have to 
extra billions into a counter-SDI programme, No wor 
der the Politburo, which ‘ ‘fully approved” Mr Gorbx 
chev’ s handling of last year’s Geneva summit, merel 

“approved” his work this time. 


Ten years to recover from Brezhnev? : 
Mr Gorbachev may have to go back to Lenin. Russi 
now suffering the consequences of what Lenin wou 
have called the “infantile leftism’” of the way Leoni 
Brezhnev ran the country in the 1970s. Brezhne 
neglected Russia’s economy while getting himself into 
series of foreign-policy adventures—Angola, Ethiopie 
Yemen and Afghanistan—which turned inoffensiy 
Carter America into angry, rearming Reagan Americe 
A Russia weaker than it need have been now has to 
cope with a strong America on the counter-attack. 
good Marxist-Leninist can find the phrase for what 
requires. It requires that step backwards: a period i 
which Russia tries to find a way of making its econom 
work, even at the price of a foreign policy designed t 
pacify the American eagle Brezhnev foolishly ruffles 

The pacifying of the eagle almost certainly has to sta 
with a Russian concession on SDI. Mr Reagan has sai 
he will not deploy anti-missile weapons for ten ye 
and he can probably be persuaded not to manufactur 
any during that time (if they can be manufactured : 
all); but he will insist on doing a certain amount ¢ 
testing, and not just in test-tubes. Hints are alre 
coming from Moscow that a deal on this can be worke 
out. A deal on SDI would open the way to an agreement 
radically cutting bolh countries’ missile forces. Th 





















bill (and hope that Mr Reagan’s star-wars plans turned 
out to be technologically unworkable or impossibly 
xpensive). Nor would it save the West from the 
growing need, as nuclear weapons diminished, to match 
Russia’s non-nuclear strength. But with Mr Gorbachev 
concentrating on his economy, it might be possible to 
balance the armies by negotiating Russia’s down, rather 
han building the West’s up. 

_ The arms-control package will have to be tied up with 
| understanding about how to handle some of the 
rld’s trouble-spots, because otherwise the package 
will come unwrapped (recall Afghanistan and SALT-2). 
This does not necessarily spell a trouble-free decade. 
Some East Europeans will try to take advantage of 
Russia’s period of looking inward to win themselves a 
ittle more independence, and that could lead to an 
argument or two. The West will rightly be reluctant to 
ccept the present regimes in Angola, Ethiopia and 
Afghanistan as accomplished facts. Anything could 
happen in the Middle East. But with a little luck, 
provided Mr Gorbachev gives that star-wars inch, the 


would not save Mr Gorbachev from having to spend. 
more counter-SDI money; but he could spread out the 


world could be a quieter pla ne: 2 
at any time since the post-Cuba, pre-Vietnam mid- 
1960s—and maybe since lovely, long-ago 1906. 
Which would be a pleasure: provided everybody : 
remembers two things. One is that Mr Gorbachev` 
would be taking his pacificatory step backwards in the 
hope of jumping forward when Russia is stronger. The 
other is that this interlude of relative calm would have 
been bought by an American advance in technology 
which may or may not start the taming of nuclear 
weapons but certainly heaves America out in front of 
the rest of the world. The inventiveness going into star 
wars has yet to prove that it can stop missiles. But 
people, including Mr Gorbachev, think it is likely to be 
as much of a stimulus to general American technology 
as the space programme was in the 1960s. ; 
That worries Russia. It should also disconcert Ameri- 
ca’s allies in Europe. They may soon find themselves 
falling another lap behind America in the economic 
race, as well as being even more dependent on Americ 
for their defence. The Europe which cannot even mal 
up its mind about Syria—see the next article—looks lesse 
and less like a coming co-equal of America. 




























hat the EEC can have a voice in the world 


Once again, when called upon to roar in unison, Europe 
has whimpered. This time it was over Syria’s attempt to 
blow up an Israeli airliner with 375 people on board. It 
s happened so often on other issues that the rule 
ould now be inverted: the EEC’s attempts to arrange a 
show of collective strength on foreign policy usually do 
thing but emphasise its weakness. The old adage 
yut the chain and its weakest link might have been 
ed specially for Europe’s timid bickerers. 

lis week Britain provided its European partners 
th the evidence of Syrian guilt in the El Al bomb plot 
d asked them to throw their weight behind Britain’s 
vn decision to break off diplomatic relations with 
ria. The common European response, the British 
ped, would include withdrawing ambassadors from 
amascus (as America and even Canada had promptly 
ne), and tighter visa controls for Syrians entering the 
opean Community. Instead, all the Community 
d manage was a bland statement giving Syria a tap 
on the wrist—and even that was too much for the 
reeks, who dissociated themselves from it. 

Nobody was surprised. Since the EEC’s leaders decid- 
| a year ago that foreign policy should fall within the 
mmunity’s competence, they have dithered unpar- 
mably over Libya, delayed confusingly over Cherno- 
1, debated pitifully over South Africa. Each time, the 
nflicting national interests of 12 sovereign states 
eant that the only common policy which could be 
agreed upon was a compromise so pale as to make the 
nunity look ridiculous. 
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Europe’ has no policy 


he dithering over Syria should be the death-knell of the idea 


It happened again this time. France had to think what g 
any action against Syria might do to its efforts to rescue 
eight French hostages held in Lebanon, presumably ` 
with Syria’s knowledge. West Germany ‘and Italy, 
which together do half the Community’s trade with 
Syria, were worried about losing export orders. Several 
countries took the view that Syria’s influence in the. 
Middle East makes it essential to keep European 
influence alive in Damascus, come what may. 

To complicate things, Monday’ s meeting came onl 
three days after Britain’s action against Syria. Several 
of those present were second-stringers: the meeting 
clashed with a French-German summit, and Italy’s Mr 
Andreotti decided he had to be with the Pope in Assisi. 
The foreign ministers will have a chance to do better in 
London on November 10th. France now says it will not 
sell Syria arms. But the Twelve together are unlikely to : 
go beyond Eurofudge. = z 


Those who can act should act 
Europe has fallen into a trap. Consensus on (órein 
policy is becoming an end in itself, and a self-defeating 
one at that. The search for a common policy too easily 
becomes an excuse for inaction. This week, seven EEC 
governments were prepared to withdraw their ambassa- 
dors from Syria, but did nothing because some of their 
partners would not withdraw them too. ‘ 
Obviously, the EEC’s members should keep each 
other informed about what they are trying to do in the | 
world. igs can hope to act 













ay them much attention so long as there are 
uropean voices saying so many different 
e of them vigorous, some faint, some pure 











ey prepare for their much-postponed sixth party 
ess (next month is now the best guess), the crusty 
old warriors who run the Socialist Republic of Vietnam 
have an appalling balance-sheet to answer for. A 
population of 60m has an average income of a pauper- 
ous $150 or so a year; a third of the workforce is thought 
to be unemployed in a society where work is supposed 
to be a guaranteed right; and an unwinnable guerrilla 
_ war in neighbouring Kampuchea occupies one in eight 
-of Vietnam’s 1m soldiers, more than even India has. 
_ This is a pitiful state for a country whose wars between 
1945 and 1975 had already cost it more than 3m lives. In 
the dozen years since the Americans fled from Saigon 
(renamed Ho Chi Minh City, and as dreary as it 
sounds), hundreds of thousands of Vietnamese have 
fled too—in small boats and risking piracy, rape and 
: murder—to seek a better life under capitalism. 
- Such reflections will not lead to an instant conversion 
from Marx to Adam Smith. True, the government in 
Hanoi has slightly loosened the centralist noose, cutting 
od subsidies and allowing collectivised farmers to 
ake a tiny bit of individual profit. But this has done 
tle to please business-minded southerners, who make 
ends meet by smuggling and other black-market activi- 
ties. None of the changes in Vietnam compares with Mr 
Deng Xiaoping’s reforms in China. 
_ The government is dominated by elderly ideologues 
from the north of the country, which won its war of 
communist unification in 1975. The very name of Mr 
Truong Chinh, the party chief, means “long march”. 
Since ldng-marchers, like Calvinists, think pain is a 
‘route to salvation, do not assume that impatient re- 
formists will get their way at the party congress. 













_ Jf Russia means it 

Instead, look to Moscow for a possible change in the 
„Hanoi air. In his speech in Vladivostok on July 28th, Mr 
chail Gorbachev announced Russia’s desire to be 
cepted as a Pacific power, and to have better relations 
ith China. Since then Mr Chinh has faced a hard 
on, made no easier by an extended visit to 


Bottom of Marx’s league 


Mr Gorbachev can't go on ignoring Vietnam’s self-ruination 






whinnies; and that, in any attempted c 
whinnies will come through loudest. te 
When different Europeans have different ideas abo 
what should be done about something (which by and 
large means on any really difficult subject), it makes far 
more sense for those countries which can agree to a 
do so, and leave the others to join in later if they wis 
Go-it-alone is better than consensus-at-all-costs. If 
Europe is to avoid yet more embarrassing flops in 
foreign policy, it must not submit to the tyranny o 
feeblest. l i 



















































Vietnam is dependent for its economic. survi 
Russian aid, said by the Americans to be runnir 
$3m a day. It still occupies Kampuchea, which 
invaded eight years ago in order to expel the genoci 
Khmer Rouge regime of Mr Pol Pot and install in its 
place a Vietnamese-backed. government which: most 
Kampucheans seem to love not much better than Po. 
Pot’s. The Chinese—and most members of the United 
Nations—say the Vietnamese must withdraw from 
Kampuchea. Moreover, China, which gives money and 
arms to the guerrillas fighting the Vietnamese army 
says a Vietnamese withdrawal must precede an 
provement in China’s relations with Russia. Hence t 
question: will Mr Gorbachev decide China is mo 
important to him than Vietnam, and twist the economic 
screw on Comrade Chinh? Le 

Mr Chinh is trying hard to blur the issue. Last month 
his government effusively congratulated China on 3 
years of communist rule. A contrite Mr Chinh has also 
admitted to Mr Gorbachev that Vietnam has. be 
wasteful with all that Soviet largesse, “which is runnin 
the risk of being lost little by little”. Of course, this may 
be nothing more than a buttering-up of both China and 
Russia, in the hope that they will decide Vietnam need 
not change its ways either in Kampuchea or in running 
its economy. If it works, the long-marchers can th 
stumble on to their graves (Mr Chinh is nearly 80) wi 
their dogmas intact. 

Better, by far, if the buttering-up is a sign of 
genuine change of mind in Hanoi. The chances of that 
are not glowing. Vietnam has become so addicted to a 
destructive combination of war and aid that its leade 
can barely comprehend how other countries live in 
peace, operating on the simple premise of soundly-len 
credit and freely-traded goods. But so long as Vietnam 
keeps all those soldiers in Kampuchea, it is making 
eventual return to economic good sense that m 
harder. And so long as Vietnam seems expansionis' 
nervous neighbours will spend too much money on th 
own armies. A threat by Mr Gorbachev to shut o 
Vietnamese aid-tap would be a blessing for all of Sou 
vast Asia. : 


































airlines’ passengers—again 


‘ransport ministers from 12 EEC countries are close to 
making a deal that would sell out air travellers and the 
rustbusters of the Brussels Commission itself in favour 
cartelised airlines. On November 11th and 12th, they 
re set to accept “a compromise” that makes little more 
han token gestures towards a free and common market 
or air travel. The British government is mainly to 
ame for the retreat from “open skies”; yet, as 
resident of the EEC’s Council of Ministers until the end 
i ill best placed to resist it. 
, the “open skies” policy in America 
going fori it if a complacent Reagan administra- 
n can be persuaded to block an emerging oligarchy. 
has, among other good things, allowed Americans to 
from coast-to-coast on scheduled flights for $99; 
suropeans must pay $105 to go just from London to 
s (see pages 21-25). The chances of Europe cau- 
usly following America looked encouraging when the 
itch, the British and then the Irish pursued bilateral 
ements that broke price-rigging rules and set air- 
free to compete for passengers. Together, these 
tries blocked a Franco-German proposal for only 
ginally freer rules for European air fares and 
ces, and a suggestion from the 22-nation European 
vil Aviation Conference (ECAC) which was even 


orse. 

All the more galling then is the U-turn made by the 
ritish government. It is worried that even semi-open 
kies will reduce the stockmarket value of its planned 
re-election privatisation of British Airways. So the 
Thatcher cabinet has opted to accept the basic ECAC 
yroposal, with a few concessions and a slightly wider 
arket-sharing deal within a couple of years. Furious 
ut isolated; the Dutch and the Irish have little choice 
t to cave in as well. 


Europe's transport ministers are about to betray their 


-London-Paris 
Parig-Athens 
New York-Washington 
New York-Los Angeles 
sum (3) 






At the moment, Europe’s airline cartel allows routes 
between any two countries to be carved up between 
them 50-50. National pride and other political obstacles 
make a completely free market for air travel in Europe 
unattainable. The best that liberalisers can realistically 
hope for is skies that are 75% open—ie, with 25% of 
the traffic on any route between two countries reserved 
for their national carriers. 


Robbing the businessman 
The ECAC plan is much more timid. As it stands, it gives 
airlines the right to cut the price of economy-class seats 
by 45%, but only if they conspire to keep businessme 
bottoms out of them. This is done by, for examp: 
confining the cheaper fares to those booking 14 days in 
advance, staying away for a minimum of six days, or. 
going standby. The plan also allows any government to 
step in to protect a national carrier if its share of the 
traffic falls below 45% on a bilateral route. The face- 
saver insisted upon by the British government is that the: 
share of a bilateral market reserved for a national 
airline should fall from a maximum of 55% to 40% after 
two years. 
Unless Britain can be shamed into regaining some of 
its old deregulatory enthusiasm, the Council of Minis- 
ters seems ready to infuriate the European Commission 
by pressing ahead with a cartelising deal that breaches 
the antitrust articles of the Treaty of Rome. With the 
law behind him, Mr Peter Sutherland, the EEC commis- 
sioner for competition, has written to a dozen airlines — 
around Europe, threatening to charge them before the. 
European Court of Justice. with conspiring to fix air 
fares and capacities. If Europe’s transport ministers et 
for a closed shop instead of open shits, he should pri 
those charges. S 








\nother soft day 













Trish republic’s amiable, ineffectual coalition gov- 
ment stumbled through to safety again last week, 
ing a parliamentary vote of confidence by 83 votes 
81. The coalition’s leaders and opponents, and the 
people at large, know the vote was a mere 
mporary fix, deferring resolution of their problems. 
Although (or because) it has been headed for the past 
years by a first-rate economist, Mr Garret FitzGer- 
he country is in the most basic economic bind. 
ligh taxes produce too little revenue to meet bloated 


indecision damages Ireland—and its friends 











and rising public expenditure. Private capital 
of the country, while the government ex 
borrows abroad, adding to a public debt three times as 
large per head as Mexico’s. 

Growth has stopped, investment has cashed, unem- 
ployment is surging, interest rates are over the moon. 
The rising generation, fresh out of the expensively 
refurbished education system, is seeking its fortune” 
abroad. The Irish are fed up, and their neighbours 
should worry too. That the is d. 

























Don't worry. Comparatively few 
people would have been able to turn 
conte oy to the next page. 

- But then comparatively few invest- 
| ments outperformed the GT Europe 
| Fund last year. 
| Of course, ours isn't the only Fund 
a to benefit from the recent buoyant 

_ European economy. 

But a growth rate of more than 
| 97% in the last twelve months has 
made it one of the five best performing 
: . Europe Funds. Source: money Mahigednent, Septeriber 1986}. 

After such remarkable growth, 
you could easily presume that it was 
just a short term European boom. But 
we think youd be wrong. 

‘Strong economies, low inflation 
and keen overseas interest in Europe 
can only be good news for the stock 
_ markets. 

Io Of course, such high growth rates 
are somewhat exceptional. 


[ Europe Fund. 
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and private clients. 
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But we believe that Europe is still and 
will remain one of the best places for 
long term investment. : 
GT have had many years of experi- 
ence there, and currently has around — 
$670 million invested in various European 
markets on behalf of our institutional x 


GT is a major independent inter- 
national investment management group. — 
From our offices around the world our- 
Fund managers monitor the financial 
markets worldwide. 

If youd like to know more about | 
the GT Europe Fund, please fill in the 
coupon. 


—— a Ti e a aihecurerellucmauaetiammuamediameantnamenadivmtanad 


To: Miss Catriona Maclean, GT Management (Asia) Limited, 5 
28th Floor, Two Exchange Square, 8 Connaught Place, . 
Central, Hong Kong. 
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; o ifyo youarea auso citizen en please: tick the box. 

This advertisement does. not constitute an offer of Units in the 
~ Fund Applications for units may only be made on the basis of 
the -current explanatory ‘memorandum of the Fund, which 
contains full details about the Fund. ~ 








SCIENCE SCOPE’ 





ew launcher for AMRAAM and Sidewinder missiles will add commonality to U.S. Air Force and 
{avy fighters, thus helping to reduce procurement and maintenance costs. The rail launcher uses 
on modules to allow an interchange of parts between launchers on different aircraft. Hughes 
ircraft Company is building more than 600 launchers for Air Force F-15 and F-16 aircraft. Eventually 
e launchers will be installed on the Navy's F-14 and F/A-18 aircraft. In addition, preliminary work is 
nder way to adapt the launchers to Britains Tornados and Sea Harriers. 
















anced sp acocait and Milita y electronics will be made more effective by ata devices galled 


I or ammonia) saa a capillary-wick structure inside. In operation, the fluid vaporizes within 
eat pipe at its hot. end. The vapor travels to the cool end where it condenses and releases its heat 






ieat pipe to begin the cycle again. The U.S. Navy has awarded a contract to Hughes to ne 
anufacturing technology for heat pipe assemblies for printed wiring boards. Tery 


; i ical communications satellite has been simplified by a new 
omputer printing system. Proper identification of wires is crucial for assembly and testing, soeach = 
ire is assigned an identification number. Up to now, the numbers have been typed by hand onaplast 

















a ntelsat VI satellite. But Hughes engineers recently developed a special plastic sheet of sles 
can be printed by computer. The sheets are made of a material that passes NASA'S requirements for | 








ble information that helps military commanders counter airborne threats faster tha 
ADGE is part of an extensive series of PEES in the automation of ker Germanys ground 


eapo follows | the e beam s reflection to the target and nar it. Hughes n 1 S s produced o over 100 ] 
s for Northrop Corporation's LTDS. 


write to: P.O. Box:45068, Los Angeles, CA 90045-0068 USA 


_ bills is not in doubt. But the EEC does not need a lame 
duckling, especially one whose main support is the 
ridiculous common agricultural policy. Britain needs a 

confident partner in the year-old Anglo-Irish agree- 

-menton the northern problem. 

_ Confidence will return only after an Irish government 
has cut public spending fast and hard. The ruling 
coalition is made up of Mr FitzGerald’s financially 
`- orthodox Fine Gael party and the small, free-spending 
< Labou ost observers had supposed the two 

i hold an election before the anguish of 

on next year’s budget, which is due in 
ut now both parties’ leaders seem deter- 

‘stick together into next spring. Even if they 
can hold their backbenchers together, the budget will 
_ be acold collation of inadequate spending cuts. 

The coalition partners are scared of the opposition’s 
-arch-conjurer, the evergreen populist Mr Charles 
_ Haughey of Fianna Fail. He keeps mum; his associates 

ue that the coalition is worn out, their party is the 

estin the country, so who needs policies? Their 

w seems confirmed by the breakaway faction from 

ail’s ranks, Mr Desmond O’Malley’s newly- 

1 Progressive Democrats, who say they would cut 

both spending and taxes. The more policies the PDs 
produce, the faster they sink in the opinion polls. 

Irish indecision hamstrings the Anglo-Irish partner- 

“ship that was formalised a year ago. The Hillsborough 

greement has split the Ulster Unionists, and proved 
he Northern Irish police will enforce the law even 


upon their own Protestant community. 
unplanned benefits; the other achievements | 
symbolic. If, as British and Irish ministers pris 
claim, co-operation has brought real success in th 
against terrorism, it remains veiled behind the secur: 
forces’ excessive habit of secrecy. 

Two big issues need resolving. The Irish want re 
of Northern Ireland’s “Diplock” courts, where a s 
judge tries alleged terrorists on lax rules of evidence 
The British want the Irish to ratify the Europea 
convention on terrorism, to make the extradit 
suspects work more smoothly. Actually, reform of | 
courts would help Britain, not least because ot 
countries’ courts (particularly American ones) dis 
extraditing people to face Ulster justice. Ratifying | 
European convention would benefit the Irish. Each s 
could do itself a favour by making an apparent conce 
sion to the other. 

But the British want to keep concessions up 
sleeve, in case they have to deal with Mr Haughe 
the election. By the time the Irish have finished voting 
the British will be running up to their own e 
campaign, during which the Irish may feel it equa 
prudent to keep their concessions dry. Both side 
being too smart. The political battle that matters i 
between parties in the two parliaments, but agai 
both brands of extremists in Northern Ireland it 
and against the weary indifference of most people 
both the countries that have legitimate interests there 
The struggle cannot be won by standing still. 


The north-south gap 


How to help Britain's homeowners bridge the regional 


differences in house prices 
Two-thirds of Englishmen now have their own castles. 
` They stick in them, moving only about half as frequent- 
as Americans do. One reason for giving council 
tenants the right to buy their homes, thereby creating 
nearly 1m new owner-occupiers, was to help people 

-move around to find jobs. They don’t. 

~The main check on mobility, for which no solution 
_ has yet been proposed, is the gap between house prices 
-in the north and south of Britain. A Yorkshireman 
moving to.a job in London may sell his three-bed- 
roomed terraced house for £20,000, but could not get a 
kennel for that in London. He would need more than 
_ £60,000 to maintain his housing standard; £40,000 even 
_ for a one-bedroom flat. At first sight, it might seem 
_ helpful thus to deter talented northerners from being 
creamed off by the prosperous south. More businesses 
- should move to the north if they see a good workforce 
_ there, with cheaper housing costs and thus (if Britain 
_ had a flexible labour market) lower wage demands. But 

x esses are not moving north. 
ne reason is that the widening of the regional gap in 
e] also deters southerners from going north. 

houseowner, sitting on an asset that gai 


15-20% a year, swaps his terraced house for a smal 
mansion in Sheffield, where house prices have be 
rising by about 5% a year, he may be able to afford 

a small flat when he decides to return to the capit 
three years’ time. Many firms in the north now 
house-rental schemes for southerners who are hangi 
on to their London properties, because they do 
intend to stay past Watford for long. 


Summat for Nowt wo 

A simple solution is to let itinerant northerners 
southerners solve each other’s problems. All 
would need is a middleman, probably a buildin 
society, to set up a special fund, which might be callec 
the North of Watford Trust (NOWT, to emphasise 

its purpose is to spare people losses rather than make it: 
sponsors rich). The Londoner going to Sheffield ha 
more buying power than he needs fora comfortat 
house there, but no way of safeguarding his return 
London when he is promoted back to head office. I 








j ants somewhere 
buy half the equity in a house, and NOWT will buy the 
test. When he sells up, half the proceeds return to 
NOWT to pay returning southerners the money they 
would have made had they stayed at home. 
A moment’s arithmetic shows that this scheme would 
not fully compensate a Londoner who missed out on a 
surge in the capital’s house prices. But it would come 
much closer to doing so than any other riskless invest- 
ment, so NOWT’s charms to southern depositors are 
obvious. The trust ought to be quite cheap to run. It 
ld be helping people to buy property on a shared 
isis, rather than doing so itself. It could thus avoid the 




































r out of every five of Britain’s 21m households are 
vestors’’ of sorts. Their savings do not go into 
quities or bonds, but into the one thing that is 
=quently overlooked, often sold on the doorstep, and 
most entirely unregulated: life assurance. Britons 
| almost as much on life-assurance policies as they 
new cars. Excluding company-administered 
shemes, the 280 life insurance companies collect an 
nual £8 billion-worth of premiums from the British 
u Kept in the dark about charges, commissions 
| vested interests, few people get a good deal. The 
ancial Services bill, set to become law next month, 
ht to have corrected this. It hasn’t. 
nether they realise it or not, people who buy 
surance are investing in the equity, bond and money 
arkets and paying a fund manager to look after their 
rtfolios for them. Firms selling other investments—in 
lities, unit trusts, investment trusts, etc—have noth- 
like the freedom that insurance companies enjoy. 
ckbrokers, who must reveal their charges, are regu- 
d by the Stock Exchange; unit trusts by the Depart- 
f Trade and Industry. But, failing eleventh-hour 
nges in the Financial Services bill, insurance compa- 
will be allowed to preserve their secrecy—along 
their licence to charge extortionate prices for 
e investment-management services. 
gh charges are inescapable when prices don’t drive 
arket. As prices are kept secret, sellers compete 
omething else. Instead of reducing charges to 
mers, Most insurance companies compete by of- 
ing independent insurance brokers huge commis- 
nS- 180% of the first year’s premium. 
x he. brokers are allowed to keep their rake-off secret, 
, so they push policies that give them the biggest 
‘s The customer does not know what he is paying, 
ecause total charges (including commissions) are de- 
ducted from the premiums invested for him. On aver- 
e, charges on a 20-year with-profits policy are about 
0% —so. £2,000 spent annually on a 20-year insurance 
policy would run ee totalling. £8, 000. This is 


Britain’s other investors 


e Financial Services bill ignores the vast majority of Britain’s small 
estors—the 25m who invest in life-assurance policies 


Some of the main ere W -ove 
gains. If an occupier has paid for improvements to his 


equity-shared house, how much of the capital gain _ 


should he be entitled to? An agreed system of regular 









independent surveys could calculate this. And the ` 


government would have to agree that southern deposi- 
tors with NOWT should be exempt from capital gains tax 
when they came home and took their much-enlarged 
nest egg out of the trust to buy back into the London 
market. Such an exemption need not cost much: a lot 
less than the millions that the government now spends 
on its regional policy. 








seven times as much as the cost of putting the same 


money into shares once through a stockbroker, who 
charged 1.65% until last Monday (probably. less. in 
future) plus 1% stamp duty and 0.25% VAT. It is over 
twice as much as buying shares in an investment trust, 
where commissions are the same as on other shares and 
the money is managed for only 0.4% a year. 


Sops don’t cut prices 


As it stands, the Financial Services bill offers a few sops _ 
for the 25m Britons with life insurance. The first is to 


make life offices tell the customer what the surrender 
value of his or her policy will be if it is cashed in early. 
But investors still will not be able to compare one 
insurance policy with another, or with any other 
investments. A second sop is the promise of an indus- 
try-wide commission schedule, to be run by LAUTRO 
(Life Assurance and Unit Trust Regulatory Organisa- 
tion, a self-policing watchdog for the marketing side of 
the industry), which insurance brokers will have to stic 


to if they want to keep their cut a secret. Customers: 


wanting to know what those commissions are will have 
to write to LAUTRO..So, even if LAUTRO comes up with 
much lower commissions, pre-sale information on 
prices still won’t drive the market. Companies opting 
out will have to reveal all—a prospect so ghastly that 
few are contemplating doing so. 

The only way of making sure customers get a fair deal 
is to require life-insurance companies to revéal their 
charges, and brokers their commissions. Both squeal at 
the suggestion. Insurance companies claim they. are 
charging for a pool of policies so don’t know what they 
charge on each policy. Answer: use modern manage- 
ment- -accounting practices, or take average costs over 
the previous five years as a guide. As for brokers, they 
have no case at all for keeping their privilege of secrecy. 
Bringing life assurance into the. bill would draw atten- 
tion to the disparities that exist between policies—and 
encourage consumers to shop around as much for life 
insurance &s they do for a motor car. 
























EUROPE'S AIR CARTEL 


Break it up, but not the 


American way 





in inev 





Community trustbusters trying to break up Europe’s air-fares cartel 
should pay heed to America’s attempt at de 
ta 


ulation, which has ended 


le bankruptcies and an avoidable oligopoly. To prevent 


` oncentration, they need to press harder for the best near-deregulation 


«tat they can politically ho 


for—25% of routes between two countries 


protected for their national airlines, 75% open to competition 


The world’s airline cartels—those govern- 
ment-sanctioned agreements made in the 
late 1940s that abolished competition by 
fixing prices, restricting capacity and pre- 
venting newcomers from hustling into the 
air-travel business—have finally gone the 
way of ‘the Super-Constellation aero- 
plane. Right? Wrong. 

As the world’s trustbusters congratu- 
late themselves on bullying their govern- 
ments into giving the air-travelling public 
a better deal, there are worrying signs 
that market-rigging practices are on the 
increase again. Witness: 

@ The merger mania that has jetted 
through the domestic-airline business in 
* America, particularly over the past 18 
months. Abetted by weak-kneed offi- 
„cials, competition has been reduced to 
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just over a handful of ‘‘megacarriers” that 
have snapped up local feeder lines, 
bought out key rivals and now dominate 
their own regional hubs. The big seven 
Operators in America (Texas, United, 
American, Northwest Orient, TWA, Delta 
and Pan Am) are an oligopoly. Most have 
begun to raise their fare structures for the 
first time since phased deregulation took 
final effect in January 1984. 

@ In Europe, where plans to liberalise air 
fares are a decade behind, some govern- 
ments are attempting to water down the 
reforms even before they are concocted. 
Having led the fight for greater competi- 
tion in the sky over Europe, Britain is 
now back-tracking fast, ahead of the 
privatisation of British Airways. Early 
liberali€ers, like Holland, are furious. 





‘With falling fuel costs, operators have 


Others, such as Belgium and the Scandi- 
navian countries, are trying to tie up deals 
with other European airlines to share’ 
routes, equipment and services rather 
than compete in an open market. 

Europe’s scheduled carriers (and their 
sponsoring governments) view the great 
free-for-all that has taken place in the 
skies over America with feelings ranging _ 
from guarded acceptance to (mostly) 
alarm and dismay. Nobody can be sure 
which airlines would survive in a Europe- 
an dogfight. Yet Europe need not, should 
not, blindly follow the lead of America, 
where deregulation has meant destitution 
for some airlines and recartelisation: for 
the rest. a 

The fares-war among American. air- 
lines since deregulation, which offered 
near give-away travel and grounded a 
fleet of carriers, came to an end on. 
Sunday October 26th. United Airlines,’ 
the pace-setter among America’s airlines, 
has raised all its fares. On “deep dis- 
count” tickets it added $20; normal coach 
fares for journeys of less than 1,000 miles: 
(1,600 km) went up $10 and all longer. 
routes up $20. With a sigh of relief, the 
rest of the oligopoly quickly flew into 
formation. 

Despite declining fuel costs, airline. 
operators in the United States reported a 
combined pre-tax loss of almost $1 billion 
for the first half of 1986. Airlines have- 
decided that chasing market share is sui- 
cidal. Operators are increasing prices,’ 
Now that 80% of air travellers in America 
fly with one or other of the big seven 
airlines, these “‘megacarriers” will be able 
to make their new prices stick. Having 
shot down most local competitors, Amer- 
ica’s big airlines are about to start chasing 
profitability rather than passengers at any 
price. i 







































A deregulated cartel 

Some consolidation of the airline industry 
in America was expected and necessary. 
But it has happened far faster, and gone: 
much farther, than anybody anticipated. 
The reasons: declining oil prices and, for - 
the financially healthy, cheaper money. 


been able to use older (ie, less efficient) - 
aircraft again. And the cheapest way of 
re-equipping or adding extra capacity has 
been to buy job-lots of secondhand air- 
craft on Wall Street rather then brand 
new ones from Boeing, McDonnell 
Douglas or Airbus. Hence the recent” 























































i acific, making 
in. routes as well as 
the dominant airline in the United States. 
@ America’s leading carrier across. the 
Pacific, Northwest Orient, spend $884m 
buying Republic to protect itself as Unit- 
d moved into Asia. Northwest now has 
“almost 80% of the business at its Minne- 
apolis/St Paul hub. 
@ Mr Carl Icahn, a corporate raider, pay 
$400m to get control of Twa, then 
squeeze $600m out of its operating costs, 
sell off half of the airline’s PARS comput- 
erised reservation system for $140m, and 
pay $250m for Ozark Airlines. TWA now 
has 83% of the market at St Louis, its 
_ biggest hub. 
Texas Air bail out its bankrupt subsid- 
dary, Continental, and pick up a control- 
ling interest in debt-ridden Eastern for 
- $600m. It has also paid a further $300m 
(mostly in the form of securities) for 
People Express. and its bankrupt subsid- 
ary, Frontier. Texas Air, which also 
ywns New York Air, has tripled its size 
thin a year—to become the biggest 
airline in the United States. 
Mr Alfred Kahn, the mastermind of 
airline deregulation in the United States 
while chairman of the Civil Aviation 
Board in 1977-78, takes a dim view of the 
anti-competitive elements that have crept 
‘back into the American airline business. 
_ The rot started, he says, when the govern- 
ment allowed United to get its hands on 
‘Pan Am’s Pacific routes. That made it 
-impossible to deny Northwest Orient the 
“right. to gobble up Republic. And so a 
hain. of mergers, acquisitions and mar- 
keting deals was sanctioned that removed 
uch of the local competition for passen- 
ers and then trapped them into a particu- 
_ lar carrier’s network. 
Little of this would have happened if 
~ America’s antitrust laws had been prop- 
tly applied. Since the Civil Aviation 
_ Board was abolished in early 1985 as part 
_ of airline deregulation, the public interest 
airline operations has been passed not 
the antitrust office of the Justice De- 
rtment but temporarily to the Depart- 
ent of Transportation. (It will finally go 
to the Department of Justice in 1989.) 
_ Thus the watchdog of the airline industry 
in America has changed from being an 
independent law-enforcing body to a poli- 
cy-making office of government. Little 
wonder the White House’s more lenient 
view on anti-competitive mergers has 
prevailed. 
The Justice Department rejected the 
_ Northwest-Republic deal, objected to the 
United-Pan Am route sale, turned down 
































A lack of thrust? 


the Twa-Ozark purchase and twice tried 
to block the Texas-Eastern merger. In 
each case, it was overruled. When it 
inherits the mantle of trustbuster within 
the airline business in three years’ time, it 
will be too late. By then, the present 
consolidation among the handful of me- 
gacarriers in the United States will have 
ossified into something at least as rigid as 
the original airline cartel. 


Roger, Oscar, Tango 

Europe’s trustbusters in Brussels are not 
hamstrung by the policies of a national 
government; and the case for liberalisa- 
tion, which means lower air fares, is cast- 
iron, Deregulation of domestic air travel 
in America brought the $99 flight be- 
tween New York and Los Angeles. The 
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longest oute i 
flight from thens—is still 
only two-thirds the length of the New 
York-Los Angeles run and carries less- 
than one tenth of the traffic. These two 
factors, route length and traffic, deter- 
mine the size of aircraft used and thus the 
crucial cost per seat-kilometre—the long- 
er the distance and the bigger the aircraft, 
the cheaper the rate. 

Despite all the inefficiencies and dis- 
economies, airline costs (measured over 
similar stage lengths) are only 20% more 
expensive in Europe than in America (see 
chart 1). Yet ticket prices for comparable 
services are on average 35-40% higher. 
So greater competition in the air over 
Europe could reduce ticket prices by an 
average of 15-20%. 

The only serious pressure for reform 
has come from consumer groups wanting 
a squarer deal for air travellers, charter 
operators and regional airlines trying taa 
muscle in on the scheduled business, an 
a handful of free-marketeers in the Dutch 
and British governments. They have been 
supported by EEC watchdogs seeking to 
apply the Treaty of Rome’s antitrust rules 
to air travel within the Community. Until 
last April, they were all flying in fog 
without radar. 

Six months ago, a decision by the 
European Court of Justice gave them 
direction. In a case brought by a French 
travel agent and tour operator, Nouvelles 
Frontiéres, against Air France, the court 
rejected the defence’s. argument—that 
because there were no specific Communi- 
ty regulations governing air travel, the 
EEC’s antitrust rules (articles 85-90) did 
not apply to airlines operating in the 
common market. In short, the French 
government could not go around impos- 
ing fares fixed by a cartel on operators 
wanting to offer discount tickets: 

That verdict gave officials in Brussels 
legal stick to beat the airlines. It wa. 
especially welcomed by Mr Peter Suther- ` 
land, the EEC’s commissioner for compe- 
tition, who had told a gathering of busi- 
nessmen in Paris earlier this year: ‘There 
is something rotten in the European air 
transport sector.” After the failure af the 
Community's Council-of Transport Min- 
isters to make progress on introducing a 
free market in European air travel, Mr 
Sutherland fired off letters to recalcitrant 
airlines (Air France, Aer Lingus, Alita- 
lia, British: Airways, British Caledonian, 
KLM, Lufthansa, Olympic, Sabena and 
SAS), giving them two months (since ex- 
tended to four months) to prove they 
have not been rigging prices or making 
secret capacity-deals with rivals. 

The commission is investigating several 
route-pooling arrangements in Europe. « 
British Caledonian (B-Cal), which was 
accused of entering into an illegal agree- 
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“ai 
"Se not 


To join - just simply complete the attached orde 
coupon and'send it together with your remittans 
to the address below. Full information in English 
will follow with our delivery (all overseas letters 
are airmailed). if you send your order and draft to. 
arrive here betore the first draw on Nov. 15th 
1986, you can be sure that you willlake partin all 
26 draws of the 80th lottery rahtfrom the. siart 
and will have full benefit of your stakes. 


Mr. W. Wessel 


i u Government Accredited Lottery Agen 
le UlmenstraBe 22, P.O. Box 104067.. 
D-3500 KASSEL, WEST GERMANY 


ur. 
va oe 


Cut out along dotted line and mail in an envelope. 





Complete, enciose your cheque and mail 


; TICKET ORDER 


to: Mr 


D-33500 Ka 
(West Germany) 


W. Wessel, P.O. Box 104067, 


Please send me by return post SÜDDEUTSCHE KLASSENLOTTERIE tickets as stated below: 


Full Tickets ai DM 792 each 
Half Tickets at DM 396 each 
Quarter Tickets at DM 198 each 


Lucky Tes" at DM 594 each 
* = 3 Quarter Tickets with different numbers 
Europe 


(approx. 
(approx, 
(approx.US$ 96-orfsig 64) 
(approx. 


US$ 384 or Estg 256} 
US$ 192 or £stg. 728) 


US$ 288 or Estg 192) 


DM 12 (approx. US$ 5.80 or Estg 3.90) 


; maii > 
mailing charges etc. QuerseasDM21 (approx. US$ 10.20 or £stg:6:80) 
Total amount of the enclosed cheque in DM or the equivalent in US$ or £stg = OM co 


j The quoted US-S or fs 
whole series of 6 
by bank transfer. p 
received. All. che: 
1986. Should you order l 


Mail tickets to: Mr. © 


ct exchar 
draw on a 


only a rough guide 


ter, please 


! Mrs. Č 


egue with Onier 


PURE MAME Sota cpsonicemanerss, 
| STREET AND NUMBER: -ini 


: s. please add bank charges You wil bec 
. Wessel, li notir 


Hib dhacthttian heen. P.O. BOX: 










ent when they pooled the 
London-Genoa services, claims that the 
route would be uneconomical if costs and 
revenues were not shared. It is seeking 
“exemption from the Treaty. of Rome 
regulations, on the grounds that pooling 
is the only way small independents can 
compete with the bigger state-owned 
(and mostly subsidised) flag-carriers. 

Belgium’s airline, Sabena, has been 
pushing collaborative ventures with other 
second-tier carriers as a means of compet- 
ing with bigger operators. It is talking to 
Scandinavian Airlines System (sas) about 
sharing routes in Africa and Asia; and, 
earlier this month, it merged its service to 
Atlanta with B-Cal, 
<= B-Cal has been hurt badly on its Atlan- 
route by an American airline, Delta, 
which operates ten flights a week using an 
conomical wide-bodied (TriStar) jet. By 
pooling its service with Sabena, B-Cal 
claims the pair of them will be able to 
offer a more competitive, and profitable, 
Brussels-London-Atlanta service. There 
would be seven flights a week, using one 
Of- Sabena’s roomy Boeing 747 Combi 
(passenger/freight) aircraft. 

Both are being a little disingenuous. 
Sabena would prefer to pool rather than 
market more competitively. B-Cal, while 
loth to lose its London-Atlanta licence, 
_ actually wants the DC-10 aircraft it uses on 

the run for its new, and potentially far 
“more lucrative, non-stop trans-Siberian 
: Service from London to Tokyo. 

Both Sabena and SAS suffer as interna- 
tional carriers from having small domestic 
markets; each, however, has something 
the other wants. sas would like to get 
back into Africa. It terminated services to 
Johannesburg last year to comply with 
Swedish sanctions, then pulled out of the 
continent altogether last month after fail- 
ing to win approval for a Nairobi connec- 
tion from the Kenyan government. Sa- 
-bena, which remains strong in Africa, 
_ would like to get into Asia, where sas has 
services to Singapore and Bangkok as 
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B-Cal reckon that if deregulation is going 
to result in half a dozen or so “‘megacar- 


` riers” in Europe, as has happened in the 


United States, they will have to lock their 
hangar doors or bend the antitrust rules 
to survive. Others believe they should be 
carving out specialist niches—in, eg, busi- 
ness traffic. 


Stacking up the figures 

The standard air fare from New York to 
Washington is $75. The nearest equiva- 
lent route in Europe is London to Paris, 
which costs $105 (at current exchange 
rates). So Europeans flying heavily regu- 
lated routes are being charged an addi- 
tional 40% or so? Well, not quite. 

The comparison is not so straightfor- 
ward. The first, and most obvious, differ- 
ence between. the United States and 
Western Europe is that, though having 
much the same population, America is a 
broad and cohesive market subject to a 
single regulatory body. (the Department 
of Transportation); Europe is 22 sover- 
eign countries, each affected by narrow 
national interests involving political chau- 
vinism, industrial prestige and bilateral 
trade. Other differences include Europe’s 
higher taxes, its sophisticated (and heavi- 
ly-subsidised) passenger railways and its 
shorter distances between cities. 

Then there is Europe’s vigorous pack- 
age-holiday business. Based on a wholly 
separate charter-airline industry, this has 
traditionally played much the same role in 
Europe as the no-frills carriers (eg, World 
Air and People Express) have done in the 
American domestic market. Europe ac- 
counts for more than 70% of the world’s 
charter traffic and, within Europe itself, 
charter services supply 60% of all air 
travel. Comparing scheduled carriers in 
the United States with scheduled carriers 
in Europe is like comparing apples with 
seedy, thick-skinned pomegranates. 

Though the average cost per available 
seat-kilometre on European airlines (20 
cents) is two-thirds as much again as the 
average in America (12.5 cents), those 
averages refer to different things. The 
biggest difference is route length—an 
average of 1,300 km in the United States 
versus 750 km in Europe. Those longer 
routes make life easier for American 
operators. Chart 1 shows how the overall 
cost per passenger-kilometre falls. with 
increasing route length—as fixed costs 
(eg, ground handling, reservations, tick- 
eting, accounting, insurance, administra- 
tion, etc) are spread over further 
distances. 

Even so, European costs for equivalent 
route lengths are still higher—partly as a 
result of the lower traffic densities, which 





Smaller operators like Sabena, SAS and 







































Costs per passenger, US$ ($1-36=£1)* 
































ie) 1,000 





2000 3,000 4,000 5,000 
Route length.(km) 
Source: British Airways 


+ September 1985 exchange rate: 


show up in terms of less intensive use of 
ground facilities and hence higher: net- 
work costs. And with their larger traffic 
volumes, American airlines can oper; 
more routes with wide-bodied jets, whi 
have lower seat-kilometre costs than the 
generally smaller aircraft used in Europe. 
A recent Economist Intelligence Unit 
report, “Air Transport in a Competitive 
European Market’’*, reckons that, other 
things being equal, the average European 
aircraft of 125 seats is 10% more expen- 
sive to operate than the average 163- 
seater in America. 

What, then, is the margin on price that 
could be handed back to passengers if 
regulations governing fares, frequency, 
capacity and newcomers getting into the 
business were thrown out of the window? 
A study done by British Airways (BA) a 
year ago compared economy-class fares— 
the ones airlines receive the most criti- 
cism about—on all routes between 25 
cities in Europe with those on links be- 
tween 25 large cities in the United States. 

On routes up to 1,000 km, European 
fares were only 5% more expensive. Ev ~ 
on routes of 2,400 km or more, Europe 
air fares were still only 15% higher (chart 
2 above). First conclusion: the difference 
in fares charged by American and Euro- 
pean airlines is actually less, not more, 
than the difference in their respective 
operating costs (20% for comparable 
route lengths). Second conclusion: there 
is alot more to BA’s report than meets the 
eye. ° 

Throughout the airline industry, pas- 
sengers on the same flight, in the same 
cabin, going to the same place can pay 
quite different fares; it all depends on 
when, and where, they bought their tick- 
ets. Since airline deregulation first took 
off in America in 1978, the vast majority 


een a a 
*“Air Transportin a Competitive European 
Market” by Stephen Wheatcroft and Geoffrey ° 
Lipman (The Economist Intelligence Unit: 
Travel and Tourism Report No 3). 




















discounte:d fares. Cut-price air tickets 
now acco'tint for 85% of all the passenger 
traffic th ere (chart 3). The average dis- 


count is currently 56% below normal 
fares. 
-There is a substantial amount of dis- 


‘count tra vel on scheduled flights in Eu- 
rope, too . The Association of European 
Airlines ¢ sitimated that 57% of local Eu- 
ropean trz1 ffic last year used promotional 
fares, witli huan average discount of 38% 
below nor rhal fares. Though a little con- 
fusing, the: calculation shows that average 
fares (as (>pposed to economy fares) in 
Europe arc: significantly more than aver- 
age fares «ver the same distances in. the 
_ United Sta tes. As the EIU report says, “In 
“so: far as ‘si verage’ fares are meaningful, 
average A rnerican domestic fares [are] 
about 35-40% lower than European 
< levels.” 
£o, even if European airlines were to 
no mor > efficient than they are today, 
OF gain no greater economies of scale, 
_ they would s$ till have a 15-20% “‘discount- 
able margi ri” to play with across the 
- whole spect 1-um of their fares. Air travel- 
~ Jers in Euro pe are therefore right to be 
‘demanding a scheduled fare no higher 
than $75 orı busy routes like London to 
_ Paris, $95 to- Frankfurt and $175 to 
~ Rome. Gett‘iing them is going to depend 
cially on: developments which have 
_ just taken a1: turn for:the worse in Mrs 
Thatcher’s p» urportedly free-market, pri- 
yatised and ¢ J eregulating Britain. 















Flying a kite 

Although ais line privatisation in Europe 
should, in the: longer term, make liberalis- 
ing air fares easier, it is currently putting 
the chocks 011 deregulation—none more 
so than Britis Hı Airways’ planned flotation 
next February. As the world’s largest 
2mational (carrier and the most profit- 
_. @airline in Europe, BA is being scrutin- 
ised by every European government pon- 
¿“dering wheth e:r to bring its state-owned 
flag carrier to: the market or sell off a bit 
‘more stock in iit to the public. 

_. The British government is hoping that 
the sale of BA , which has been postponed 
“on at least tvv o previous occasions, will 
~ raise around £1 billion when it finally goes 
ahead early next year. To all the usual 
problems asso‘ c iated with trying to strike a 
> price for a sta t e-owned enterprise has. to 
< be added one peculiar to regulated air- 
. lines: their mz iin revenue-earners are in- 
tangible asset:s called routes—allocated 
- by regulatory <1 uthorities, subject to peri- 
Odic -renegotizi tion and, possibly, now 
about to be dics enfranchised. Without lu- 
erative routes, an airline is little more 
‘than a travel zı gent with hangars full of 
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Why pay more? 


Major American airlines’ % 
discount traffic 
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renegotiated its. North: Atlantic route- 
sharing deal (Bermuda HI) with the 
Americans. 

Then, a few months ago, Whitehall 
realised that too hasty a deal with Brus- 
sels on deregulation would make City 
analysts leery about BA’s future earnings 
and its stockmarket value. Result: a poli- 
cy U-turn by British aviation officials. At 
an informal meeting of the EEC’s trans- 
port ministers in London on October 3rd, 
Britain’s Mr John Moore had the embar- 
rassing task of dropping the government’s 
former insistence on the need for urgent 
reform of airline regulations—just as it 
was beginning to win support in wider 
circles—for a softer option that guaran- 
tees nothing much will happen to routes 
and fares in Europe for the foreseeable 
future. The Dutch, who have vigorously 
supported the British stand for a free 
market in the sky, were not amused, 
“Too much water in the wine,” growled: 
one departing Dutchman. 

The reverse thrust by the British, which 
now threatens to halt Europe’s belated 
attempts to inject some healthy competi- 
tion into the airline business, concerns the 
pace of reform. In general, bilateral air- 
line agreements between European states 
are based on sharing connecting routes 


Waiting for bargains 





















market open to all operators, with 25% of 


flag carriers, 


-ety among the squabbling transport min- — 








(eg, Frankfurt to Paris) j in a $0:50 split 
between the two flag carriers concerned 
(eg, Lufthansa and Air France). Nobi 
expects a 100% free market to emerg, 
European’ air travel. The best that 
trustbusters realistically hope to achi 
by 1992 is a 75:25 split—ie, a 75% free 












the service on any route between two 
countries reserved for the two respective 







Britain and Holland took the initiative 
two years ago, negotiating effectively. 
“open skies” agreement between the 
of them. It resulted in 17 new servic 
being offered, seven on routes to places 
previously not served internationally, 
along with a new London-Amsterdam 
fare of £49, down from £79. Similar 
bilaterals were subsequently negotiated 
by Britain with Belgium and Luxem- 
bourg. Other, somewhat less liberal 
agreements have now been agreed with 
West Germany and Switzerland, and 
routes to France and Italy are being 
loosened up. 

Although not a replacement for a.com 
prehensive market-opening . agreemet 
between Europe’s 22 member states, the 
recent spate of liberal bilaterals. has don 
more than anything to create a favourable 
climate for reform. However, what Mr 
Moore, the British transport secretary 
and currently president of the EEC Trans. 
port Council, told his European co 
leagues a month ago was that—instead | 
supporting the Community in pressing for 
rapid opening of the market to. a 75:2: 
split—the: British would back a 55:45. 
arrangement for the next two years, with 
the possibility of a 60:40 deal after that. 

The sighs of relief in Paris and Bonn 
could be heard all the way to Brussels. 
Neither France nor West Germany has. 
shown much enthusiasm for dismantling 
the protection built round their airlines © 
over the past 25 years. They, and other 
countries (eg, Spain, Portugal, Italy; 
Greece and Denmark), now have the - 
compromise that lets them pay lip service 
to liberalisation, while maintaining “bu 
ness as usual” on their otherwise jealou 
ly protected routes. 

The one trump card left to Mr Suther- 
land and his EEC antitrust squad in Bru 
sels is the European Court of Justice. Asi 
guardian of the Treaty of Rome, the 
Commission could choose to sue one or 
more of the airlines it has written to about 
anti-competitive practices. The threat of 
a big, messy, show trial against offendin 
member governments; as well as the 
airlines, might Gust) cause enough an: 















































isters to make them realise that a free 
market in air travel is what travelling. 
taxpayers in Europe are calling for—and 
deserve. 
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Kuwait 









The image of a camel ‘computerised’ aptly expresses the b) ‘end of 
traditional values with advanced technology that characterises the 
National Bank of Kuwait. 
For over a quarter of a century NBK has sought to bring e: ast and 
west closer, and to strengthen economic links between countrie: s of the 
Gulfand the rest of the world. Our prestige throughout the Midd lle East 
and our size - total footings of over USS11 billion - makes us on: e of the 
region's most influential financial institutions. 
Commercial, investment and private banking. Trade and_ project 
financing. Foreign exchange and treasury. These are the core acti’ vities of 
our growing range of services. 
Historically most of NBK’s business has been in the Aral > world. 
However, since 1980, we have become increasingly active in the : world’s 
important financial centres where our branch offices provide NBK’s ¢ )verseas 
corporate clients with direct access to the important Middle East market: 5. ; 
Whatever your needs in the Arab business world your first call shou Id be on 
NBK, the bank whose corporate symbol is the camel, associated in Arabt radition 
with strength. endurance and wealth. 


Kuwait - Head Office Tel: 2463334 
London Tel: 01-9200262 London - Licensed Deposit Taker 
m New York Tel: (212) 303-9800 - Singapore Tel: 2225348 
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ranian regime’s attempt to settle on 
cessor to Ayatollah Khomeini has 
sed amid savage feuding. It appears 
t the officially designated heir, Ayatol- 
lussein Ali Montazeri, has been cast 
aging “Guide of the Revolu- 
f. On October 27th a Tehran 
st revealed that Mr Khomeini had 
y authorised a rigorous investi- 
of, charges of murder, seditious 
act tivity. and other crimes brought against 
se! veral of Mr Montazeri’s associates and 
rel latives, who had been arrested two 
we seks earlier. 
a The whirlwind movements in Iran’s 
ling circle say little about the big ques- 
policy the regime faces: the war 
e crippled economy, political 
They do, however, show that 
inal struggles for power in Iran 
ze as they have ever been since 
Jf the Shah in 1979. 




















nber Mr Montazeri had 


A fter Khomeini, its now more 


been named as heir by an 83-member 
“council of experts” handpicked by Mr 
Khomeini and acting at his behest. He 
was confirmed in his position in July. But 
he now seems to have been fatally under- 
mined. He has not yet been personally 
and publicly disgraced, and it is reported 
that when he tendered his resignation, at 
a meeting on October 18th, Mr Khomeini 
refused to accept it. But this is under- 
standable. Mr Khomeini’s reputation for 
infallibility would be damaged by the 
revelation that he had chosen an unwor- 
thy successor, and if he were to heap 
angry accusations upon his former proté- 





gé he would increase that damage. 


His choice of Mr Montazeri always 
seemed a dubious one—a reward for loyal 
subservience rather than an acknowled- 
gement of genuine merit. The younger 
ayatollah did not have the learning, the 
piety or ghe influence required by a future 
Islamic. Eepablic.. 


tuler of the I 









Lacking even personal dignity, he: Wi 
called “the Cat” behind his back because 
of his permanent: wide grin. Coe te 
His behaviour after being named 
apparent antagonised many powerfu ri 
nians. He set up a kind of court in thi 
holy city of Qom, where he- receiver 
foreign ambassadors and started to 
himself in official business almost as if | 
were already enthroned, His chief rivals 
President Ali Khamenei and Hojatoles 
lam Hashemi Rafsanjani, the speaker 
Tran’s “parliament”, were happy to give 
him rope to hang himself with. He duly 
obliged them. 
The kidnapping on Getober 2nd of the 
Syrian chargé d’affaires in Tehran, Mr 
Ayad Mahmoud, may have been the first _ 
link in the chain of developmen: 
to Mr Montazeri’s discomfi 
time, some reports attributed this actio 
to men led by Mr Mehdi Hashemi, whose. . 
brother Hadi is Mr Montazeri’s son-in: 
law and chief secretary. To add to thi 
family ‘connection’ Mr Mehdi Hashemi 
held a powerful official post that gave him 
control of dealings between the Iranian 
regime and Islamic revolutionary mo 
ments in other countries, ; 
Mr Mehdi Hashemi headed the list of 
those arrested in Qom and Tehran soon 
after the kidnapping of the Syrian diplo 
mat (who was set free on October 3rd). 
The list is said to have included his _ 
brother Hadi, two members of parlia- 
ment and, most significantly, Mr Monta 
zeri’s son Saeed. When these arrests 
became known Mr Montazeri went to see 
Mr Khomeini to plead for their release. 
He evidently got a dusty answer. 
The Iranian press reported that Mr 
Montazeri had visited Mr Khomeini on 
October 18th but gave no indication: that 
they had discussed the arrests. On Octo- 
ber 27th, however, Tehran. radio gave 
special prominence—swiftly imitated by 
the press—to the news that the minister 
for information and security; Mr Mohi 
med Reyshari, had asked Mr Khomeini 
for instructions about the case. 
The minister began his letter to Mr 
Khomeini by saying that Mr Mehdi Ha- 
shemi and his associates had been arrest- 
ed “with your knowledge and concur- 
rence’, and went on to describe the 
charges as “murders committed both b 
fore and after the revolution, kidnap- 
pings, illegal possession of arms, forgeries 










































































and attempts to cause division 
Sor 






ere also accused of having worked for 
ie Shah’s political police. 
Ayatollah Khomeini’s response, which 
of course received maximum publicity, 
was to give the minister full powers to 
investigate “all those who have been, or 
could be, arrested” in connection with the 
affair. It was the minister’s duty, he said, 










E FROM.OUR PARIS CORRESPONDENT 


France is not the only European country 
< with interests. in the Middle East. Nor is 
Britain’s common market 
wreeing over how to deal 

ria. But for a tangle of reasons, it 
is: France’s Middle East policy, or lack of 
it, that today is under fire—in the West 
and in the Middle East itself. 

France is more deeply involved in the 

region than any other western power 
save the United States. History, choice 
and ill-luck have caught it in Syria, in 
Lebanon and in the Iran-Iraq war. 
Bombs in Paris and French captives in 
the suburbs of Beirut plunge the Levant 
into French politics. 
“The immediate knot is Syria. The 
French are. not innocents: they knew 
‘om their own.experience well before 
the Hindawi affair that Syrian agents use 
diplomatic cover to help terrorists. But 
the French view remains. that Syria can- 
not be quarantined like Libya, because it 
plays too big a role in Middle Eastern 
politics—especially in the regional bal- 
ance between Russia and the West. 

Besides, the French argue that Europe 
will curb terrorism more effectively by 
winning Syrian co-operation than. by 
» driving President Assad into a corner. 
They do not believe the Syrians were 
responsible for the bombs that splattered 
Paris in September. 

The ‘prime suspects in French eyes 
remain members of the Abdallah clan in 
Syrian-controlled northern Lebanon, 
who. are seeking the release of their 
leader: from’ a French: prison. France 
thinks that European aid for Syria’s 
wretched economy might induce Mr As- 
sad to get a grip on the terrorists now. A 
Startling story in Le Monde, denied by 
‘the French foreign minister, claims that 
“the French government may, with Syrian 

help, already have arranged a truce with 
the Abdallahs—by agreeing to most of 

the terrorist demands made during the 
x September bombing campaign. If true, 
this would cause a furore over France’s 

willingness to make deals with terrorists. 
= As for.weapons, President Mitterrand 

himself has denied reports that France is 
about to make a sale to Syria. French 
policy is to forbid new sales of offensive 
“weapons to Syria, but to allow French 
“= companies to honour old contracts. Syria 

_is not France's only worry-in the: Middle 
East. France is also attempting the awk- 






















































































ward trick of maintaining its support for 








Thoughts from another Satan 


l to prosecute the group’s leaders “and also. - 


those who have played a role in spreading 
rumours and other things”. 

The ayatollah added that the suspicions 
which had led to the arrests were justi- 
fied: they were, indeed, reinforced by the 
fact that, since the arrests, counter-revo- 
lutionary elements linked with the Ha- 











































Iraq in ne Gulf war while improving its 
ties with Iran, whose mullahs tend to call 
France a second or third Satan. Since 
France still believes that western support 
for Iraq is needed to help stop the spread 
of Shia fundamentalism (and since Iraq 
is a good customer for French weapons), 

why is the French government tilting a 
bit towards Iran? Because the captors of 
the eight Frenchmen held in Lebanon 
are almost certainly Iranian-backed Shia 
militiamen, and the French believe the 
path to their release lies through Tehran. 

In six months of off-on talks between 
the French and Iranian governments, the 
Iranians have asked for three things: 
expulsion from France of leading oppo- 
nents of the Khomeini government, re- 
imbursement of a 12-year-old $1 billion 
payment to France for nuclear fuel; and 
an end to France’s support of Iraq. The 
French have largely met the first, by 
bundling off two anti-Khomeini leaders 
to Baghdad last June. They have now 
initialled an agreement with the Iranians 
about the financial claims. So’ French 
officials are today more hopeful about 
the hostages. But the French have also 
made it clear that their policy towards 
Iraq will not change. That point is what 
matters most to the mullahs, so France 
may not get anywhere. 

France has no easy choices in the 
Middle East, but that does not explain 
why it has been so tongue-tied about 
explaining its policy there. Rivalry be- 
tween President Mitterrand and the 
prime minister, Mr Jacques Chirac, is 
one cause. A deeper reason is that many 
French politicians, of both right and left; 
are inclined to believe that France. is 
strong enough on its own to shape events 
in the Levant. As for Mr Chirac; he 
appears to want to withdraw France 
from the United Nations force in south- 
ern Lebanon, but not under pressure 
from Shia snipers. 

It is not hard to imagine what French 
policy in the Middle East would consist 
of if France withdrew from Lebanon. It 
would concentrate on encouraging an 
international peace conference on the 
Arab-Israeli fight and on continued sup- 
port for Iraq; it would also be more 
European-minded, But French thinking 
about the Middle East is bound to be 
distorted by the captives in Lebanon, 
and by fear of more bombs, who knows 
when, in the middle of Paris. 


















Iran from the road of the Sewn late : 
These ominous words suggested tl nat the 
ayatollah saw the accused group 11 ot as a 
small deviationist clique but as pia rt of a 
formidable conspiracy against his 1. 2gime, 
and that the further arrests at wh ich he 
hinted could be numerous. 2 
Hojatoleslam Rafsanjani has been. 
named by some foreign commentators as” 
the likeliest beneficiary of Mr N fonta- 
zeri’s eclipse, and perhaps its chief insti- 
gator. On October 29th Mr Rafs< injani 
dismissed the talk of a power stri iggle, 
and he certainly will not simply re place 
Mr Montazeri-as heir-apparent. Hf e has 
neither the years: nor the elevated reli- 
gious status to. be acceptable as : new 
“Guide of the Revolution”. He a ould 
evidently prefer to see the installinyg of a 
regency council, as the constitution: pros 
vides if no agreed heir is in a positi n 
assume the succession. Within sus ch a 
council, Mr Rafsanjani might enjoy | even 
more power than he. already holds. 













Syria 
Strength to eng th 


FROM OUR LEVANT CORRESPONDENT 





President Hafez Assad continues to ci eny 

that Syria*had anything to do: with J 
Nezar Hindawi’s plot to blow up an E 
jumbo jet. Britain says it has incon iro- 
vertible evidence that it did. Ergo, E rit- 
ain’s decision to cut diplomatic relati« ons 
with Syria amounts to an accusation 1ti hat 
the Syrian president is a liar. Mr Assia d’s 











instinct will now be to do something that 
maintains his reputation as a shrewd— 
and unpredictable—counter-puncher. 

The not-so-very-cross words that 
emerged from the EEC’s foreign ministers 
in Luxembourg this week are unlikely to 
be much of a deterrent. Syria’s president 
is no respecter of public opinion. In 
recent years, he has demonstrated an 
uncanny knack for turning the flow of 
events in the Middle East abruptly to his 
advantage. The protests of fellow-Arabs, 
let alone those of western governments, 
have seldom bothered him. 

One example is the Gulf war. When the 
rest of the Arab world rallied to the 
support of Iraq, Mr Assad—who runs 
Syria’s Baath party—saw a chance to 
embarrass his rivals in Iraq’s Baath party. 
He defied the other Arab governments by 
throwing his support behind Iran and by 

ysing Iraq’s oil pipeline across Syria. 

Another example came with the Pales- 

ie Liberation Organisation's eviction 
from Beirut in 1982. Mr Assad saw Isra- 
el’s humiliation of Mr Yasser Arafat as a 
chance to increase his own grip on the 
PLO. He helped to split the organisation 
into two wings and used proxies in Leba- 
non to drive Mr Arafat's wing bloodily 
out—all the while ignoring the protests of 
Iran, Libya and Syria’s Saudi paymasters. 

So experience suggests that Mr Assad 
will be tempted to respond with some- 
thing stronger than a show of injured 
pride to Britain’s diplomatic offensive 
against his country. Mr Assad has already 
banned British aircraft and ships from 
Syria’s airspace and ports. Will he go 
further, perhaps by giving the terrorists 
under his influence permission to strike 
directly at British targets? 

He certainly has plenty of room for 
manoeuvre. His economy is in trouble— 
€vria’s gross domestic product has appar- 

tly been falling for several years—but 

t Assad has few internal critics. Many 
of them are dead. He routed the Muslim 
Brotherhood in 1982 by unleashing his 
army’s artillery on the rebellious city of 
Hama. His brother, Mr Rifaat Assad, was 
bundled out of Syria in 1984 when he 
dared to flex his muscles too publicly. A 
spate of car bombings earlier this year has 
ended without posing a big threat. 

Nor has Syria much to fear from its 
Arab neighbours. Mr Assad has repaired 
‘many of his differences with Jordan’s 
King Hussein. Lebanon is quicksand ter- 
ritory, but Mr Assad is managing—just— 
to retain his influence there. 

All this will buttress Mr Assad’s confi- 
dence. Indeed, he might feel that the 
Hindawi affair has improved his standing 

in the Arab world. No Arab country has 
condemned Syria for it. Algeria reacted 
to the British action by pledging its “full 
support” for Syria. Mr Chadli Klibi, the 
es Ne 





secretary-general of the Arab League, 
repeated Syria’s claim that the Hindawi 
affair was an Israeli plot. Jordan, Kuwait 
and Egypt condemned terrorism, but re- 
frained from naming Syria. Several Euro- 
pean governments cited the holding of 
western hostages in Lebanon as a reason 
not to antagonise Syria. Few incentives 
here for Mr Assad to rein in his terrorists. 

Yet something still nags about the 
Hindawi business. Syria has been build- 
ing up its army and air force since the 
Lebanon war of 1982 but it is not yet 
ready to fight on its own against Israel. 
Israel's response to the Hindawi affair has 
been muted: while praising Britain’s ac- 
tions, it made it clear that it plans no 
military reprisal of its own. But the de- 
struction of an El Al airliner with 375 
passengers on board would have been by 
far the worst terrorist blow Israel had 
ever suffered. Why should Mr Assad have 
risked starting a war for which he was 
unready? 

One possibility is that the plan to blow 
up the airliner emerged from a renegade 
corner of Syria’s intelligence labyrinth 
(there are at least four separate organisa- 
tions) without ever receiving Mr Assad’s 
personal approval. This is dubious in a 
state as tightly controlled as Syria is. 

A likelier explanation is that Mr Assad 
reckoned that the plot would never be 
convincingly traced to Damascus. That 
calculation must now have changed. Any 
terrorist act as brazen as the Hindawi 
attempt may henceforth be pinned on Mr 
Assad whether or not his fingerprints are 
on it. No Israeli government, certainly 
not Mr Yitzhak Shamir’s, would let a 
successful attack on Israel go unpunished. 
Mr Assad will not change his ways; he 
may change his means. 


Ethiopia 
Stalin’s heirs 


Ethiopia’s self-proclaimed proletarian re- 
gime is becoming more so, involuntarily. 
On October 27th the country’s foreign 
minister, Mr Goshu Wolde, during a visit 
to the United Nations in New York, 
defected to the United States. It is almost 
a year since the head and deputy head of 
the Ethiopian famine relief agency, and 
its ambassador to France, also bailed out. 
To run their diplomacy the Ethiopians 
need educated people who know the 
world; but such people will not stand the 
sort of petty surveillance to which their 
ignorant government subjects its senior 
servants. 

Ethiopia today in several ways recalls 
the Russia of Stalin’s time. Ethiopia’s 
Marxisy is enforced by methods inherit- 
ed from the previous feudal regime. A 





brutal secret police and an arbitrary au- — 


thority whose servants are too frightened 
to take any initiative were the hallmarks 
of the empire that faded when Haile 
Selassie was overthrown 12 years ago. 
Much the same happened when Stalin 
took over the tsar’s legacy in Russia. 

The Ethiopian ruling clique, the der- 
gue, like the Soviet political bureau of the 
mid-1920s, rules a polyglot peasant na- 
tion whose people have grown used to 
obedience. The educated defect from 
such tyrannies. The peasants remain, be- 
cause they can imagine nothing else. The 
kulaks are disposed of. The Russians 
proved that vast state farms can be even 
more inefficient than vast private land- 
holdings, communist indoctrination even 
more obscurantist than Orthodoxy. They 
even foreshadowed Ethiopia’s policy of 
relocating communities from overcrowd- 
ed provinces to emptier regions, with all 
the disastrous results that forced remov- 
als lead to. 

Ethiopia’s educated exiles talk without 
conviction of a burgeoning internal resis- 
tance. But they also know that each 
defection breeds greater suspicion of the 
educated few left behind, so driving them 
too into exile. The West, meanwhile, 
sends food that keeps the starving alive, 
but which also helps sustain the regime 
that created the famine. The Russians 
send the agricultural advisers who help to 
ruin the farms, and the guns that give the 
dergue its power. 

Mr Gorbachev's new-look team in 
Moscow may know that Stalinist methods 
do Ethiopia no good at all. But pulling 
out of the Horn of Africa would look like 
a strategic retreat rather than a humani- 
tarian change of policy. Ethiopia’s de- 
scent will almost certainly continue. 
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Egypt 
Not that militant 


FROM OUR EGYPT CORRESPONDENT 





President Hosni Mubarak is playing a 
rougher game with his Muslim fundamen- 
talist opponents. The start of Egypt's 
academic year in October was marked by 
a large number of arrests, particularly 
among the 30,000 students in the upper- 
Nile city of Asyut. There have also been 
arrests in Cairo and Alexandria, Is funda- 
mentalism becoming more of a menace to 
Mr Mubarak’s government? 

The trouble in Asyut seems to have 
been caused in part by a clumsy police 
attempt at preventive action. Students 
say that 60 of their leaders were detained 
in September, before the beginning of the 
school year. This tactic failed: on October 
4th, riot policemen were called to the 
campus to disperse students protesting 
against the university’s banning of the 
niqab—the full veil worn by ultra-funda- 
mentalist women. Two weeks later, po- 
licemen broke up a demonstration at a 
mosque by thousands of students de- 
manding the release of 45 of their fellows 
put in jail after the previous protest. 

This is nothing new for Asyut, but the 
protests have spread to Alexandria and 
Cairo. Dozens of fundamentalists were 
detained over the summer for holding 
unauthorised open-air prayer meetings 
and for distributing seditious leaflets. The 
most serious incident involved the deten- 
tion of 15 fundamentalists in Alexandria. 
Mr Zaki Badr, the interior minister, says 
the 15 were armed with grenadés and 
planned to attack the state radio station. 

These events, coupled with a new cam- 
paign against fundamentalism in govern- 
ment-controlled newspapers, have given 
the impression that militant Islam is on 
the rise in Egypt.Yet violent incidents 
inspired by religion have been rarer in Mr 
Mubarak’s Egypt than they were under 
Anwar Sadat in the 1970s. 

Some Egyptians suspect that Mr Badr, 
a tough former governor of Asyut, is 
exaggerating the threat from religious 
extremists to justify an attack on dissent 
in general—and to enhance his own 
standing. Swoops on fundamentalists, 
common since the Islamic Jihad group 
murdered Sadat five years ago, have 
increased since Mr Badr became interior 
minister after Cairo’s security policemen 
rioted in February. The government’s 
campaign has occasionally got out of 
hand: 41 policemen face prosecution for 
torturing jailed fundamentalists. 

Egypt is of course affected by the 
religious revival that has swept the Arab 
world. Religious fervour has spread from 
the mosques and campuses into Egypt’s 
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professional associations, political parties 
and newspapers. It has probably influ- 
enced sections of the army as well. But 
most of Egypt’s born-again Muslims look 
to Islam for prosperity and social justice, 
not bloody revolution. 

The appeal of an economy based on 
Islamic law (sharia) is strongest among 
university graduates who despair of get- 
ting decent jobs while Egypt lingers in its 
economic mess. But even advocates of a 
sharia-based economy are vague about 
how it should be introduced. Few are 
keen to impose it by violence. In recent 
interviews, President Mubarak has put 
the number of Muslim extremists in 
Egypt at fewer than 1,000. That is certain- 
ly too low a figure; but if it is not too far 
off the mark, most of them must already 
be in jail. 
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Thailand 
Welcome back, Joe 


FROM OUR SOUTH-EAST ASIA CORRESPONDENT 


South-East Asia has become a stabler 
place than anybody would have predicted 
a decade ago, when the United States lost 
the Vietnam war. But America’s military 
presence in the region is still a sensitive 
matter. So it will not be surprising if an 
anti-American chorus soon pours out of 
South-East Asia. 

Thailand’s government is about to give 
final approval for the Americans to stock- 
pile arms and ammunition on Thai soil. 
America has similar stockpiles in South 
Korea and in NATO countries, but this will 
be the first in a country where it has no 











By the standards of the temporal world, 
the Pope’s “day of prayer for peace” on 
October 27th did not do badly. The 
participants in a dozen little wars—in 
Central America, southern Africa and 
Sri Lanka, among other places—tried to 
stop killing each other for 24 hours. 

The Pope had a simple idea: a modern 
respite from war along the medieval lines 
of a truce of God or holy day of obliga- 
tion. Followers of religions other than 
Christianity would be invited to join in 
the prayers. But religion being religion, 
there were problems. What about syn- 
cretism? This means putting your faith 
on the same level as all the others and 
thus, in the purist’s view, devaluing it. 
Archbishop Marcel Lefebvre, leader of a 
breakaway traditionalist Catholic move- 
ment, has even accused the Pope of 
apostasy. 

As it happened, syncretism was not 
even mentioned at the Italian hill town 
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By God, it’s a truce 
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If we can sit down together, why can't everybody? 


of Assisi, the place of prayer chosen by 
the Pope. Assisi is the birthplace of St 
Francis, founder of the Franciscan order, 
lover of animals and promoter of broth- 
erly ideals. Representatives came from 
the Bahais, Buddhists, Jews, Jains, Mus- 
lims, Shintoists, Sikhs and Zoroastrians. 
Even American Indians and African ani- 
mists turned up. 

After being greeted by the Pope, they 
repaired to 12 different churches and 
public halls to pray in their own way, 
then returned to the square in front of 
the church of Santa Maria Maggiore for 
more prayer. An American Indian, John 
Pretty-on-Top, chief of the Crow tribe in 
Montana, smoked a pipe of peace. In the 
evening everybody sat down with the 
Pope for a fraternal meal and discussed 
the need to go on praying for Kampu- 
chea, Iran, Iraq, Peru, India, Northern 
Ireland, Sudan and Spain—in all of 
which the call for a truce went unheeded. 
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Double-cross in Geneva 


FROM OUR GENEVA CORRESPONDENT 


The black South African leader Nelson 

->J Mandela once told a Red Cross official 
who visited him in jail, “It's not so much 

© the good you brne, that matters—it’s the 


bad you prevent.” The Red Cross will be. 
-preventing less bad than before in South 


» Africa. Largely as a result of truculence 








- self, the International Red Cross will no 
-longer be operating in one of the coun- 
tries where it is badly needed. 

-| At the Red Cross conference in Gene- 
| va, the South African government repre- 
“sentative was thrown out on October 
25th, mainly by the votes of delegates 
from third-world and communist coun- 
_ |. tries. South Africa promptly replied with 
|. aban of its own. It told the 15.represen- 
tatives of the International Committee of 
the Red Cross (ICRC) to leave the coun- 
„try. These are the people who have been 
-visiting Mr Mandela and other prisoners, 
and working in the black townships. 

South Africa’s: domestic Red Cross, 

which handles uncontroversial things 

like relief work after natural disasters, is 
not affected by the ban. 

The tit-for-tat: has harmed the Red 
Cross’s reputation. for being above poli- 
tics. It should never have happened. The 

| decision to suspend South Africa was, 
according to experts who have examined 
the small print, illegal under Red Cross 
rules. The organisation has (at least until 
now) operated on the principles of neu- 











military. bases. Vietnam quickly de- 
nounced: the scheme for “once more 
„turning Thailand into an:American mili- 
tary base and springboard of aggression 
and expansion”. 

In fact, Thailand was probably the 
eager party. It asked the Americans to 

lose their bases in Thailand ten years 

~wago, just after they had. withdrawn from 
‘Vietnam. But two years later Vietnamese 
“troops invaded Kampuchea. The Thais, 

_ who support the Kampuchean insurgents 
_Tesisting the Vietnamese occupation, now 
find themselves involved in frequent bor- 
der clashes with the Vietnamese. 

‘The stockpile will cost about $100m 
over five years, to be paid for equally by 
America and Thailand. The resulting 

. store of small arms, mortars and ammuni- 


¿tion will give Thailand's army a little 


more confidence and could help to dis- 
-suade the 140,000 or more Vietnamese 
< troops in Kampuchea from making at- 

tacks across the border. The weapons 
a might also come in handy for the govern- 

struggle with Thailand’s 
‘own communists, who the army chief of 
Staff says are stashing away weapons of 
their own for a renewed guerrilla war. 













and muddle within the organisation it- 


home- . 


willt allowed todraw arms from showiffg in June 


trality and universality. It ignores the 
politics of the 163 governments that have 
ratified the Geneva conventions under 
which the Red Cross works. A defter 


-conference president than Switzerland’s 


irresolute Mr Kurt Bollinger might have 
found a way to avoid putting the matter 
to'a vote. The move against South Africa 
was not a surprise, although Red Cross 
officials had hoped it could be avoided. 

There are plenty of other delinquents 
in the world. Mr Alexandre Hay, presi- 
dent of the ICRC, said on October 27th 
that some countries were violating “even 
the most elementary rules of humanity”. 
Two of them, he said, were Mozambique 
and Angola—which helped to kick out 
South Africa. These countries, together 
with Afghanistan and Kampuchea, have 
refused to let the Red Cross visit prison- 
ers of war. Mr Hay also shook a finger at 
Israel for refusing to agree that the 
Geneva conventions apply in the territo- 
ries it has occupied since 1967. 

Might the ban on South Africa set a 
precedent? The Red Cross desperately 
hopes that it won’t. An African delegate 
pointed out that South Africa is unique 
in that no other country will stand up for 
it: the delegates at Geneva who opposed 
the ban made it clear that they also 
oppose apartheid. So far, not even radi- 
cal Arab governments have entertained 
the idea of suspending Israel. But the 
logic for such a step is now in place. 


the stockpile, and in what circumstances, 
is somewhat vague. Will the Thais, for 
example, need the permission of the 
United States to use weapons put into the 
stockpile by the Americans? Will Ameri- 
ca’s Rapid Deployment Force need Thai 
approval, especially for operations out- 
side Thailand? The American Congress 
will doubtless demand some clear an- 
swers (congressional approval is needed, 
since the stockpile will be in a country 
where America has no bases). 
Meanwhile, after months of negotia- 
tions, the only thing holding up a formal 
agreement is a typically American stum- 
bling-block. The tax status of the stock- 
pile’s contractors has not been settled. 


Ecuador 
Teacher's pet 


FROM A CORRESPONDENT IN QUITO 


President Leon Febres Cordero of Ecua- 
dor has been commended by the Interna- 
tional: Monetary Fund for good behav- 
iour; but he is getting poor marks at 
home. After the government’s dismal 
congressional election, 
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the alliance of left-wing parties which r 
controls parliament has been assere! 
itself. Congress impeached the fina 
minister, Mr Alberto Dahik,. on 
ground that the IMF-inspired: auste: 
measures taken by the government 
August 11th were unconstitutional. 

The austerity programme restricts c 
mand and slashes government spendin 
it was designed to rescue the oil-exporti 
economy from the effects of this ye: 
oil-price: crash: Mr Dahik’s plan 
helped to secure a $220m loan from thi 
IMF and other lenders to compen 
the fall in oil prices. The hapless min 
however, was so remorselessly. qu 
tioned by congressmen for a month t 
he twice. went-to hospital, suffering fr 
exhaustion, before being forced from 
fice on September 26th. One other mini 
ter has resigned, and ‘the oppositi 
hopes to push out four more. > = 

The traditional rivalry between Ecua 
dor’s two power centres, the port o 
Guayaquil and the capital, Quito, is also 
involved. Mr Febres Cordero, .a gun 
toting businessman, has governed’ wit! 
the rough-and-tumble spirit of his: hom 
town of Guayaquil. His style has offende 
many of the more urbane, intellectual 
leaders of Quito, a quiet-mannered city in 
the upper Andes. 

The president has been accused o 
bending the legislative and judicial rules. 
He has recently sent congress a bill t 
increase the minimum monthly wage to 
12,000 sucres ($84). Congress, which 
wanted to increase the minimum t 
16,500 sucres ($114), rejected the mea 
sure. But the president went ahead any. 
way and published the law in the official 
register. The opposition now wants the 








The reward of virtue 
Ecuador’s: 
GOP % change on previous yaar 
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constitutional court to throw out the law. first of the many South American coun- that there will be a 45% increase in the 
The president has also ignored congres- tries that have in recent years returned to value of non-oil exports in the second half 
sional decisions to grant amnesties to democracy. of this year. He says they will reach a 
General Frank Vargas, who led a failed Ecuador is fairly well off, which has record $1.2 billion this year and help 
rebellion last March, and Mr Abdala spared it the social tensions common narrow the current-account deficit to 
Bucaram, a former mayor of Guayaquil, elsewhere in Latin America. The fall in about $300m for the year. 
who is in voluntary exile after having the oil price endangered this. Growth this Businessmen are squarely behind Mr 
“insulted the army”. year could be only 2%. It might have Febres Cordero, and foreign investors 
A right-of-centre former president, Mr been even lower without the August have been attracted by a new mining 
Osvaldo Hurtado, has called the Febres measures, which included a devaluation project. The IMF’s praise is meant to help 
Cordero government “a dictatorship with of the sucre used in foreign-trade transac- him. But business confidence could disin- 
a constitutional fig-leaf”, and says it isa tions. From a rate of 110 to the dollar  tegrate if Mr Febres Cordero’s arm-wres- 
danger to the country’s democracy, which before August, the financial sucre has tling with parliament gets worse—or if the 
is relatively elderly. Ater seven years of fallen to around 145. The central bank left wins power at the presidential elec- 





military rule, Ecuador in 1979 became the 









FROM OUR INDIA CORRESPONDENT 


Politics by other means 


governor valiantly proclaims his hope 





The communal violence in India during 
the past week—more murderous attacks 
on Hindus by Sikh terrorists in Punjab, 
and more Hindu riots in response—was, 
unfortunately, about par for the course. 
Every day in India there are, on average, 
one and a half “communal incidents”: 
riots or fights between people of differ- 
ent religions, castes or languages. Indi- 
ans worry that these divisions will even- 
tually pull the country to pieces. Yet 
much of the violence does not erupt 
spontaneously. Many riots happen be 
cause politicians want them to. 

In Punjab, Delhi and Bombay, Sikhs 
and Hindus fight each other in the 
streets. Riots between Hindus and Mus- 
lims occur in Delhi, Bombay, Hyder- 
abad and Ahmedabad (which has also 
been the scene of the worst caste riots in 
the country). The violence almost always 
takes place in the towns, usually with a 
high proportion of young and unem- 
ployed people, and often involves the 
police on one side or the other. 

The fights have many causes. The 
division of the subcontinent into India 
and Pakistan in 1947, and the slaughter 
that accompanied it, left a persistent 
unease between Muslims and Hindus. 
The worst riots in Delhi, in which around 
3,000 Sikhs died, took place after Indira 
Gandhi was shot by a Sikh in 1984. More 
generally, Indian cities, particularly in 
the north, are aggressive places. Over- 
crowding frays the nerves. People drive 
as though they were manoeuvring 
through enemy lines. On the pavements, 
pedestrians bump into each other rather 
than step aside, and small offences 
quickly turn into shouting matches. 

Unscrupulous politicians have discov- 
ered that it is easy to provoke a riot amid 
so much bad temper. First you take 
advantage of (and sometimes even ar- 
range) an “‘incident’’: someone in your 
community gets murdered, a shrine is 
defiled, a woman is raped. Then you 
send a small group of people, probably 
the thugs you keep on retainer for your 
protection racket, to stir up the poor and 
the angry in your community over the 






















insult they have suffered. 

If it is a serious affair, people may be 
bused in from other parts of town or 
from the countryside. The gang may also 
get some weapons together—sticks, 
knives, kerosene. Having picked out 
some shops and houses belonging to the 
other side, the gang attacks. The other 
side fights back and your riot goes ahead 
as planned. If you are a member of the 
ruling party in your state or town, you 
may be able to arrange in advance for the 
police not to intervene. 

The riots in Delhi after Indira Gan- 
dhi’s murder undoubtedly included some 
politically backed violence. All the in- 
vestigations by Indian civil rights groups 
concluded that local and national Con- 
gress party leaders helped to organise 
some of the killing. Men on scooters 
identified Sikh shops and houses, in 
some areas marking them with chalk. 
Truckloads of young men were brought 
in from neighbouring parts of Haryana 
state. All over town, mobs attacked in 
the same way, with the same weapons 
(first iron bars, then kerosene), which 
suggests planning. Eye-witness state- 
ments accused local Congress party offi- 
cials of leading mobs. The police kept 
out, and the army was called in only after 
two days. 

The Congress party is not the only one 
whose members do this sort of thing. 
Riots in Hyderabad have been stirred up 
by both fundamentalist Muslim and 
right-wing Hindu parties, and in Bombay 
by the Hindu Shiv Sena (Army of Shiva). 
Why do the politicians do it? 

Religious or caste-based parties bene- 
fit from riots, particularly when their 
supporters have begun deserting to 
broader-based parties. The Shiv Sena, 
which in the early 1980s looked like a 
spent force, returned to prominence af- 
ter the Bombay riots in 1984, and now 
runs the city. A majority party which 
takes a strong anti-minority line will 
often be strengthened by riots, which 
vividly remind the majority how much 
they dislike the minority. 

In the case of the ruling Copgress 





tion due in 1988. 





































The 1984 Sikh toll in Delhi 


party two things in particular seem to be 
at work. Many Indians suspect that Con- 
gress may be drifting away from Nehru’s 
secular ideology and turning itself into a 
Hindu party. Hostile (though veiled) 
references to Sikhs in the 1984 election 
campaign suggested that Congress was 
trying to take advantage of anti-Sikh 
feeling; and its gains then and in subse- 
quent by-elections have been among 
Hindus, while it has lost votes among 
Muslims, Sikhs and untouchables. If 
some members of Congress want to 
make it a mainly Hindu party, er 
violence would help. 

The other thing is a change in the 
composition of the party, for which 
many people blame Sanjay Gandhi, Mrs 
Gandhi's younger son. During the 1970s, 
he tried to increase the party’s strength 
by bringing powerful criminal bosses into 
it. Sanjay died in an air crash but some 
people say that, even now, a fifth of 
Congress party members of state assem- 
blies have criminal records. Politicians in 
India have always played with violence. 
But it has got worse as the Congress 
party has got worse. 
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Checking the heartbeat of an aircraft 





Sabena. 
Savoir faire in the air. 


Some of the pleasures of flying Sabena are provided 
by people whose feet never leave the ground 


But Sabena’s ground maintenance crew are 
high flyers in their own field. Their experien- 
ced and highly qualified mechanics not only 
have a solid and demanding formation, but 
they are also constantly updating their skills. 
Wherever Sabena go, they are backed up 
by the competence and care of their skilled 
ground maintenance crews. That kind of care 
makes travel with Sabena a real pleasure. 


Make sure you're booked aboard = Ds } 


Departing, arriving, or connecting at 
Brussels international airport? The friendly, 
hassle-free atmosphere will delight you-and, 
it's only minutes away from the heart of 
Brussels. 

On the ground or in the air, you can count 
on Sabena’s savoir faire. 


Your travel agent or Sabena office has all the details. 


BELGIAN WORLD AIRLINE 


IMPACT-FCB Belgium / SMM518 
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IBM is committed to providing the highest level of support 
to the engineering and scientific community. We're ready 
to help you reach your goals with advanced new technology 
and a rich variety of powerful applications. 

To put you ahead in performance at a modest cost, we 
offer the new RT PC family of personal workstations. 


our Powered by IBM’s own 32-bit RISC-technology micropro- 
d cessor, the RT PC line represents the most advanced 
technical thinking in the industry about the amount of power a 
e personalised workstation can offer. 
professionals For the first time, many of the most highly-regarded 
will be seeing mainframe applications in the engineering and scientific 
fields can run on a full-featured stand-alone workstation. 

more fr om us. This remarkable off-line power can help you get more done 


with less demand on your host computers. 
The new RT PC runs an IBM-enhanced version of 

the popular UNIX* operating system, opening up a wide 
- variety of standard and custom applications in the 
technical, engineering and scientific fields. In addition, an 
optional coprocessor makes the RT PC compatible with 
the IBM Personal Computer AT for an even greater range 
of outstanding productivity packages. 

To find out more about IBM’s engineering and 
scientific solutions, fill out this coupon and mail it to us. 
We'll be happy to give your technical professionals a look 
at a new standard of performance and support. 


*UNIX is a trademark of Bell Laboratories Inc, IBM is a registered trademark of International Business Machines € Jorporation, 








r 
' Tolea more about e 
| IBM Engineering/Scientific Workstations, 
| clip this coupon and send it along 

| with your business card to: 

| 

| 


IBM Engineering/Scientific Systems Please attach your business card. 
IBM World Trade Asia Corporation 

1 ES Dept ES] 

Connaught Centre 41st floor 


Hong Kong A 











AEE O V S 
CS ae Ta Oe Peer gal ae la A", 


PARTS. Put 74,692 parts together and you 
have a Viggen fighter. We maintain, test, and 
overhaul each one of those parts on Viggens 
and other aircraft. We've been doing it since 
Swedish aviation first took off in 1913, and 
are certified and established in the U.S., U.K., 
and Sweden. Now we've developed computer 
software for automatic testing of the JAS 39 
Gripen, soon the world’s newest multi-role 
combat aircraft. 








SMARTS. Computer-powered rubies 
accurately measure objects to within one- 
thousandth of a millimeter. We not only sell 
our coordinate measuring systems to compa- 
nies in 25 countries, we use them ourselves. 
When we overhaul jet engines, for example. 
We're the FFV Group, active in electronics, 
aviation, and defense. For the facts write: 
FFV, Dept. l-330, S-631 87 Eskilstuna, Sweden. 
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In its closing days, this year’s themeless 
élection campaign is, after all, articulat- 
ing a national message. Or it will if the 
Republican party has its way. With Presi- 
dent Ronald Reagan on the stump, 
Americans are being told that their vote, 
“notably when they select the 34 senators 
up for election, amounts to a referendum 
on the six years of the president’s reign. 
The choice is theirs: thumbs up and they 
will go strong, free and (a tremor in the 
voice here) prosperous into Mr Reagan’s 
last two years; thumbs down and, with all 
that -has been accomplished undone, 
America will be on its way back to 
Carterian shades of doubt and night. 
So the control of the Senate after next 
Tuesday has come to depend, at least in 
part, on how many Americans accept the 
“national gloss that Republican party strat- 
egists are hurriedly slapping on to local 
issues. The Democrats must hope that the 
voters will prove correct the dictum of the 
> retiring Speaker of the House of Repre- 
sentatives, Mr Tip O'Neill, that all poli- 


tics is. Aiia The 1986 Senate Tace wins 






a Scramble for the Senate, 1986 


Republican-held: + Meare EES vulnerable Democratic-held: SN sate vulnerable 


Last chance to vote for Reagan 
—or prove all politics local 


Republican Democratic 

Seats being contested 22 42 
‘Current balance. 53 47 
Democrats neednët gainof 4 te gain control 


WASHINGTON. DC 


nastiness and, until now, its parochialism: 
it has been made up of clusters of local 
campaigns, dominated by local matters, 
which could, for local reasons, go either 
way. 

The Democratic challengers, profiting 
from all this local-mindedness, have 
proved nimble at adapting their themes to 
the contours of the country. The hardest- 
fought battles are mostly in the north- 
west and south-east, where many states 
have seen the general prosperity pass 
them by; in states that are battered by 
farming miseries, the collapse of oil 
prices, or both, the Democratic candi- 
dates have had their scripts written for 
them. In the south, the Democrats are 
battling with that old puzzle: how to 
encourage more black voters to go to the 
polls without driving white voters into the 
welcoming arms of the Republican party. 

The Republican incumbents, deprived 
until now of a national battle-hymn, have 
been forced on to the defensive, and 
some-of them barely knew how to cope. 
Eight of the 13 potentially vulnerable 




























Were gains made. 





in the 1980 Republican-Reagan swee 
the other five, three—North -Dak 
Oklahoma and Pennsyivania—are b 
defended by first-term senators whi 
placed other Republicans in 1980; an 
two, Nevada and Maryland, are ope 
seats, where the incumbent has decid 
not to run again). Five of the firs 
defenders won with less than 51%. 
vote in 1980. The Democrats, who 
to make a net gain of four to contr 
Senate, are defending five potent 
vulnerable seats of their own: th 
these, Colorado, Louisiana and Mis 
are open ones. © i. 

The Republicans’ October: sur 
been the dispatch of Mr Reagan, a 
Iceland summit, to more than a 
states that might go either way in 
Senate race. Between Reykjavik ar 
polling day, he will have visited all 
states on our map marked “Republi 
held vulnerable” (except Pennsylvania 
plus California, Colorado and Missou 
(and Indiana for a House race) 
president has. been campaigni 
months, his presence worth gold for 
raisers. His current effort is differen 
aimed at the relatively few inde: 
apathetic voters who, on Novem 
will decide which party conti 
Senate. i 

The impact on national politics of 
other races—for the House of Repre 
tatives, governorships and state legi 
tures—is less immediate. The Democ 
are hoping for modest gains in the Hous 
last elected in 1984. But the Republica’ 
are likely to pick up som overnorships 
since, in mirror-image of the Senate, mo: 
of the vulnerable slots are being defende 
by the Democratic party (the governor 
who have a four-year term as opposed to 
senators’ six years, were elected in.1982 
disillusioned and anti-Republican ye 
If the Republicans do well in gover 
and state elections, this could have. 
reaching consequences for their hope: 
becoming the established party of 
majority. But for the moment. all e 
including Mr Reagan’s, are on the sim 
Senate election. 

The president makes roughly the s s 
pitch wherever he goes: an ideological 
appeal and a personal one. Mr Reagan 
would like to make star wars the issue b 
this is tricky; few Democratic. Sena 
candidates are prepared to challenge the 
president on arms control and few Re- 
publican candidates are prepared to. urge 
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spending all the money he wants. So he 
‘turns to more general subjects. He can- 
not, he says, complete his programme if 
his hands are shackled by a Congress that 
is itself in the grip of the past; Mr 
-Reagan’s name will never again be on a 
ballot paper, but, if Americans want to 
give the man they love one more vote, 
they should vote for Mack or Mark, Don 
or Ed. 


If women are to make an electoral 
breakthrough this year, it will be in 
governors’ mansions. As political new- 
comers, women candidates are nearly 
always the challengers and thus the un- 
derdogs. But this time women are fight- 
ing five open governors’ races and de- 
fending one incumbency, raising the 
a i that seven states could be run 
y women in 1987. 

The next governor of Nebraska will 
certainly be a woman, since both candi- 
dates are women. In Vermont the Dem- 

- ocratic governor, Mrs Madeleine Kunin, 
is ahead, though she could face a second 
election in the state legislature if she fails 
to win a clear majority, (The only other 
woman governor, in Kentucky, is not up 
for re-election this year.) Seasoned fe- 
male candidates in three open races— 
Republicans in Alaska and Oregon, a 
Democrat in Arizona—are given at least 
an even chance; and a Republican wom- 
an challenger in Connecticut might just 

succeed. 

À Two open seats also offer women their 
best prospects for the Senate. The one 
certainty is in Maryland, where the two 
candidates are proving that women can 
fight like bull elephants. The ideological 
divide between the liberal Democrat, 

Miss Barbara Mikulski, and the neo- 

conservative Republican (and ex-Demo- 
crat), Mrs Linda Chavez, is as wide as in 
any Senate contest this year. In spite of 
visits by President Reagan, Miss Mikul- 
ski has more money and is rated the 
likely winner. The only other woman 
candidate with a hope is the Democratic 
lieutenant-governor of Missouri, Mrs 

Harriett Woods. Her election would lift 

the number of women in the Senate to an 
all-time high of three (four, if Senator 

Paula Hawkins manages to hang on to 

her seat in Florida). Senator Nancy Kas- 
 sebaum, a Republican, is not up for re- 

election in Kansas until 1990. 

a As unabashedly liberal women, Mrs 

Woods and Miss Mikulski have been the 
main targets for anti-abortionists in this 
campaign. In recent weeks anti-abortion 
groups have put $100,000 worth of ‘‘in- 
dependent” advertising on Missouri tele- 
vision. The only other places where 
abortion has been a big issue are the four 
states—Arkansas, Massachusetts, Ore- 
gon and Rhode Island—which have anti- 
abortion propositions on the ballot. The 













Republican strategists are not expect- 
ing mass conversions as a result of the 
president’s stump (though the one voter 
in 50 whom they talk about would be 
handy in a tight race); they are hoping 
that he will stir the lazy believer to get 
himself to the voting booth. They are not 
leaving this to chance or the president's 
charm. The party, having started earlier 
than the Democrats and in a more origi- 


An unequal struggle for women 


National Organisation for Women, with 
both treasury and membership depleted 
after the failed campaign for an Equal 
Rights Amendment, is putting its re- 
sources into defeating these initiatives. 
The other two bipartisan political- 
action groups for women, the National 
Women’s Political Caucus and the Wom- 
en’s Campaign Fund, are supporting 
women candidates as usual. The Cam- 
paign Fund is distributing some $450,000 
in cash and kind to more than 100 
candidates, in races from the Senate 
down to county commissioners. The Po- 
litical Caucus is putting somewhat more 
into about 50 federal and state races. 
Both groups require the candidates they 
endorse to support the mainstream femi- 





Mikulski trumpets in Maryland 


nist positions on the Equal Rights 
Amendment and abortion. 

Neither candidate for the Nebraska 
governorship supports freedom of choice 
on abortion, so neither is being support- 


ed by feminist groups. Republican 
would-be governors in Maine and Neva- 
da are also going it alone. Of 64 women 
running for Congress, including two who 
are unopposed, about half have feminist 
support. One favoured sister is Miss 
Faye Williams, a Democratic lawyer in 
Louisiana, who could become the only 
black woman in Congress. With four 
congresswomen retiring, women will do 


nal fashion, is way ahead of the opposi- 
tion in its computer systems, its telephone 
banks and its direct mailing, all aimed at 
getting out the Republican vote. 

Here the Republicans’ financial advan- 
tage—about $5 for every Democratic dol- 
lar—will make a big difference. The Re- 
publicans will spend nearly $500,000 on a 
five-minute television appeal by Mr Rea- 
gan on Sunday. And Republican officials 


well to hold the present 23 seats, though 
three are guaranteed because women are 
challenging female incumbents. 

The biggest beneficiaries of feminist 
financing have been Mrs Woods and 
Miss Mikulski. They are the only women 
to have received large donations from 
the richest of the women’s groups, the 
Hollywood Women’s Political Commit- 
tee, with Miss Jane Fonda and Miss 
Barbra Streisand among its founders and 
a $2m fund for promoting a Democratic 
Senate. Republican women have been 
helped, no feminist questions asked, by 
cash from Miss Maureen Reagan’s Politi- 
cal Action League and by training and 
other services from the National Federa- 
tion of Republican Women. 

Even poorer women’s groups claim to 
have given the full allowable $10,000 
donation to every acceptable woman 
candidate with a chance of winning. So 
women have joined the hunt to get 
round the restrictions on political action 
committees (PACs). Emily’s List, which 
collects cheques, “bundles” them to- 
gether and forwards them to candidates, 
without counting them against a PAC 
account, is one answer to this problem. 
Emily stands for Early Money is Like 
Yeast. She is the 18-month-old brain- 
child of a Democratic heiress who re- 
sponded to the difficulty women have in 
getting campaigns off the ground. Her 
techniques are low-tech and low-cost: 
members hold envelope-addressing par- 
ties to recruit other donors, and in this 
way have raised more than $300,000 for 
the Woods and Mikulski campaigns. 

Women in winnable races are reported 
to have raised 25% more money this 
year than in 1984, but campaign costs 
have risen as much. The high cost of 
campaigning is one factor in the decrease 
in women congressional candidates and a 
shift of female political energy towards 
state politics. Female challengers are 
mostly keeping up with male challengers 
but, because money tends to go to ‘in- 
cumbents and incumbents tend to be 
men, women as a group are usually at a 
financial disadvantage. There are excep- 
tions, such as two races in Rochester and 
Syracuse, New York, where Democratic 
women, Mrs Louise Slaughter and Mrs 
Rosemary Pooler, are both outspending 
(and outpolling) sitting congressmen. 
But where the usual sex-and-money gap 
yawns—as in the Oregon governor's con- 
test—a million-dollar shortage could 
prove fatal. 





















At last, a theme 


have been using some of their extra 
> money in more questionable ways: an 
_.. bortive bid to check voting credentials 
Aat might have disfranchised quite a few 

“black voters in Louisiana; the funnelling 

of general money to specific individuals. 

But by now, in most of the crucial Senate 

races, with cash swilling around (more 

than $120m has already been spent on the 

Senate campaigns), the two parties are 

equally well able to saturate, and bore, 

the viewer and listener with television and 
- radio commercials. The Democrats have 
concentrated their money on these cam- 
paigns; the less-well-off candidates saved 
enough of their money for an October 
splurge. 

In some of the larger states, particular- 
ly in California and Florida, campaigning 
on both sides has been almost exclusively 
through 30-second television slots; the 
candidates spend their time raising mon- 
ey and consulting their media tacticians. 
In others, notably Georgia, the party 
strategists came to opposite conclusions. 

‘he Democratic challenger, Representa- 
ave Wyche Fowler, stumped the state 
while. Senator Mack Mattingly, not the 
brightest of the freshman bunch, was kept 
discreetly at work in Washington; bril- 
liantly, his television commercials blasted 
Mr Fowler for neglecting his House 
duties. 

Itis a moot question whether the 1986 
campaign was more insalubrious than 
usual of: “merely made to seem so by the 
concentrated power of television and vid- 
eo recorder. -Mud-slinging is as old as 
democracy but the lies, half-truths and 
insinuations have a better chance of melt- 
ing half-forgotten into the atmosphere at 
a political rally. These days they are 
“meticulously recorded and analysed, and 
then tediously responded to. 

Negative advertising is popular because 
it often works; it is easier to portray your 
opponent as lazy, liberal or lax than to 




































self convincingly. Thee can- 


A few pitches away from the Red Sox 
base at Fenway Park is the north-western 
border of Mandela. This is the name, 
borrowed from the black South African 
leader, that black secessionists have giv- 
en to a splodge of inner-city neighbour- 
hoods which they want to declare inde- 
pendent of Boston. The new town would 
take about a quarter of Boston's land 
and population, including, by design, 
almost all its blacks. Voters in ten out of 
19 city council districts will be asked to 
say yea or nay to UDI on November 4th. 

Mandela—otherwise known as Rox- 
bury, plus parts of Dorchester, Matta- 
pan, Jamaica Plain, Columbia Point and 
Fenway—has the usual hallmarks of the 
urban ghetto: burnt-out buildings, 
boarded-up shops and rubbish-strewn 
lots. Its residents have the usual low 
rates of school completion and high rates 
of crime and welfare dependency, tem- 
pered by Boston’s full employment. But, 
this being Boston, even a militant move- 
ment has a special flavour. Mandela was 
plotted in the Harvard Faculty Club by a 
violinist and an architect who consulted 
experts, held forums and collected 5,000 
signatures to put the initiative on the 
ballot. The vote is non-binding and 
would need the approval of the state 
legislature and the governor. 

The movement’s founders drew up a 
budget for Mandela, projecting a $7m 
surplus. But Boston's Mayor Ray Flynn 
was quick to produce his own, showing a 
$135m deficit on operating costs of 
$456m. The only way of balancing the 
books, the mayor’s study claimed, would 
be by increasing taxes—by 61% on hous- 
ing and 44% on commercial property. 
The mayor’s experts also noted that 
Mandela's would-be citizens are Bos- 
ton’s least punctilious taxpayers and 
among its most demanding recipients of 
municipal services. America’s Soweto 
(South-Western Township) might be 
better called No-eato (North-Eastern 
Township). 

Local black businessmen, some of 
whom have a 30% stake in a forthcoming 
$400m development in Roxbury (Man- 
dela North), are aghast. The Roxbury 
project grew out of Boston’s “linkage” 
scheme whereby developers of prime 


didates duly attack one another as tax- 
raisers, as the puppets of out-of-state 
interests, as shilly-shalliers, as soft on 
drugs and crime. Senator James Broyhill 
of North Carolina is castigated as a tax- 
raiser, Senator Slade Gorton of Washing- 
ton is accused of feebleness in fighting off 
plans to dump nuclear waste in the state. 
Representative. Barbara. Mikulski, the 
Democrat who will probably win Senator 
Charles Mathias’s old seat in Maryland, is 
called; "as near as dammit, a lesbian by Mr 


Mandela, alias No-eato 











land are required to invest in inner-c 
projects with racial-minority pi 
and to give at least 25% of their job: 
members of racial minorities. Mandela 
would cut such links, as well as the 
political ones which this year gave Bo: 
ton its first black. city-council president 
(plus a black school superintendent and 
a black city treasurer). The council pre 
dent started out a Mandela man b 
turned against the idea, along with other 
prominent blacks,- once the accounts 
were in. The best known Mandela sup- 
porter is Boston’s most conspicuous 
black politician, Mr Mel King, a former 
state representative who recently lost a 
congressional primary to Mr oJ 
Kennedy. 

Boston today is one of America 
richest, liveliest and most ag ibl 
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racial violence when a court ordered 
busing to desegregate its schools. Chil- 
dren are still bused out from. Mandela, 
only to end up in mostly black class- 
rooms. And, except. for incursions by 
gentrifying yuppies (and excursions to 
low-paid service jobs), the ghetto itself 
has scarcely been touched by the Boston 
boom. The Mandela campaign is a re- 
minder that the inner city remains. a 
world apart from the post-modernist 
skyscape along the Charles River. ` 
























Reagan’s new, bright protégée, Mrs. 
da Chavez. Miss Mikulski is certainly not 
a stereotypical senator; one would-be 
member of the greatest deliberative body. 
in the world describes the necessary char- 
acteristics as “a trace of grey to show 
distinction, a trace of haemorrhoids. to 
show concern” 

Democratic candidates in midwest and 
mountain states have to defend them- 
selves against the dreadful charge of be- 
ing in cahoots with east- or west-coz 





















liberals. Representative Tom Daschle, 
the challenger in cattle-raising South Da- 


pect variety of liberal but also advises 
people not to indulge in red meat (Miss 
Fonda was compelled to retort that she 
had not contributed to Mr Daschle’s 
campaign but had, on occasion, wolfed 
‘down Big Mac hamburgers). A reporter 
for New York’s Village Voice, travelling 
in the area, was treated as a leper by 
candidates. fussing, quite rightly, about 
heir political health—though cheerfully 
eeted by Idaho’s Senator Steve Symms, 





The price of Americans’ love of democ- 
` racy and mistrust of politicians is paid in 
the polling booth, to which dutiful citi- 
- gens are required to make frequent visits 
for long periods. The presentation of the 
ballot, the number and type of choices it 
= contains and the manner in which they 
-can be exercised vary from state to state. 
Nowhere, however, is voting a simple 
“matter of putting one cross against one 
candidate’s name. 
- In Washoe County, Nevada, for in- 
ta voters make their selections by 
ng holes on a ballot in a. Votoma- 
tic voting machine. The county registrar 
needs two. pages and three diagrams to 
‘show just how this should be done. Once 
. the technique is mastered, the voter 
confronts the choices. This year, a vote is 
‘required for senator, congressman, gov- 
_ ernor, lieutenant-governor, state sena- 
- tor, state assemblyman, and four other 
"State officials; sheriff, district attorney 


DFFICIAL GENERAL BALLOT WASHOE COUNTY, NEVADA 
TUESDAY, NOVEMBER 4, 1986 


_ REGAN, DAN 








DEL PAPA, FRANKIE SUE 








NONE OF THESE CANDIDATES 





“whose conservatism is not in doubt. 
















































The terror invoked to get good Repub- 





Kennedy and Joseph Biden might, under 
a change of regime, become committee 
chairmen (forgetting that some of the 
prospective chairmen, if control did shift, 
are rather more conservative than the 
Republicans now in charge). The national 
campaign, to the extent that there is one, 
is to predict ghoulies, ghosties and long- 
leggety senators bumping through a 
spendthrift, tax-hungry Democratic 
night. Within a week of Halloween it will 
be known whether, in Mr Reagan’s lexi- 
con, it is day or night in America. 


In the voting booth 


and six other county officials, plus con- 
stable for Incline Village and Crystal Bay 
Township; two state Supreme Court jus- 
tices, one member of the board of educa- 
tion, two fire-protection officers, a jus- 
tice of the peace and two representatives 
to serve on the General Improvement 
District authority. 

On then to three proposed amend- 
ments to the state constitution, four 
amendments to the Sales and Use Tax 
Act (one exempting prosthetic devices 
from tax) and a proposal to issue state 
general-obligation bonds to buy land in 
order to control erosion and pollution. 
The ballot ends—at the 82nd option—by 
seeking permission for two taxes, one on 
petrol for upkeep on the roads, the other 
on property for “child protective ser- 
vices”, What are they? Fourteen pages 
of explanation are provided, giving argu- 
ments for and against the proposals 
(though not the candidates) and elabo- 
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“oof. BUTZPAT RICK, PATRICK MATTHEW 











NONE OF THESE CANDIDATES. 


MADE. JAMES G: 









NONE OF THESE CANDIDATES 









WOOETER, ROVA. 





NOME OF THESE CANDIDATES 


few out of 82 options 
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MEGOWAN, ROBERT 








BAILEY, JUDE 















The budge 


licans out to vote is that Senators Edward: 


Leviathan stil 
unbound ~ 
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WASHINGTON, DC 









Should Americans be gloomy about the 
size of the federal deficit? Yes, if they 
take a look at the figures for fiscal year 
1986, just released. They showed that the 
deficit that year, which ended on Septem- 
ber 30th, was $220.7 billion, compared 
with $211.9 billion in -fiscal 1985. The 
administration, however, is taking it on 


rating on the consequences of a yes or no 
vote. 5 

If you have recently moved from Ne- 
vada to New Mexico, be warned: voting 
in New Mexico is by different machine, 
one with pointers and levers, and you 
have only 3} minutes in which to com- 
plete your task. That may be easy if you 
wish to vote for all the candidates of one 
party: you can just pull out the “party 
lever” of your choice. If; however, you 
want to split your ticket, you must turn 
down a voting pointer over the name of 
each candidate you select: You have to 
do something similar if you want to vote 
for or against any of the constitutional 
amendments. 

Second thoughts can be accommodat- 
ed simply by flipping the levers back, 
and the machine will not let you spoil: 
your ballot by voting for more than one. 
candidate for any single office. Once you 
have made your final choices, you move 
the red handle to the left and thus record 
your votes, clear the machine and draw 
the curtain of the booth all in one 
gesture. 

Voting machines came in not so much 
to prevent fraud—ballot. stuffing was a 
favourite practice in nineteenth-century 









America—as to speed up and simplify ~ 


the counting of the vote. But machines 
do not necessarily simplify the casting of 
a vote, and certainly do nothing to 
reduce the number of candidates, consti- 
tutional amendments, bond. issues and 
referendums that adorn the. ballot (this 
year voters in nearly half the. states will 
be voting on proposals. or initiatives, 
many of them. originating: among the 
voters themselves, to bind their elected 
leaders in some fashion), And some 
provision has generally to be made to 
allow voters to “write in” the name of a 
candidate, an honoured American prac- 
tice (Mr Strom Thurmond _first..won 
election to the Senate as a write-in 
candidate). 

Allin all, voting can be an intimidat- 
ing procedure. With estimates for the 
number of grown-up Americans who are 


_ functionally illiterate ranging from 20m 


to 80m, ‘it is not surprising that fewer 


- than half of those old enough to vote are 


expected to turn out on Tuesday. 





the chin. As recently as August, the 
government was predicting that 1986's 
figure would be more than $230 billion. It 
turned out lower, first, because of higher- 
than-foreseen tax revenues from compa- 
nies and, second, because some spending 
war overestimated; requests for borrow- 
ings under the rural electrification pro- 
gramme, for instance, were $1 billion less 
than expected. 

The spending figure reflects a host of 
adjustments of the kind that governments 
always have to make at the end of a year, 
and the extra revenue is almost certainly a 
one-off windfall: the result of companies 
advancing tax payments before the new 
tax code takes effect in 1987. But unless 
the economy lurches into recession, the 
deficit in fiscal 1987 is now expected to be 
$170 billion-180 billion. That would mean 
the largest ever year-on-year drop in the 
size of the deficit—which has been grow- 

ag bigger every year since 1979—though 
__ he total would still be above the Gramm- 
Rudman target of $154 billion. 

It is hard not to give some credit for the 
reversal to Gramm-Rudman, if only be- 
cause its draconian terms have, at least 
for the time being, concentrated the 
minds of both the administration and 
Congress. Give rather more credit to 
those in Congress who have had enough 
of non-stop growth in defence, and rather 
less to those in the administration who 
were once determined to persuade Con- 
gress to roll back the frontiers of govern- 
ment. For most decreases in government 
spending in 1986 over 1985, a correspond- 
ing increase can be found. Expenditure 
on public housing, for example, declined 
from $24.8 billion to $11 billion, while 
spending on price supports for farmers 
rose from $17.5 billion to $25.5 billion. 
That may say something about the admin- 
istration’s priorities; it does not show that 

thas yet learned how to bind Leviathan. 


School textbooks 
The witching hour 


“You can draw water out of a water- 
well,” said the Hatter; ‘‘so | should think 
you could draw treacle out of a treacle- 
well—eli, stupid?" 

“But they were in the well,” Alice said 
to the Dormouse, not choosing to notice 
this last remark. 


Alice may not have chosen to notice it, 
but Mrs Vicki Frost of Church Hill, 
Tennessee, did. The incivilities of the 
Mad Tea Party were among 600 passages, 
included in the Holt “Basic Readings” 
* series for use in the first eight school 
grades, to which Mrs Frost did not want 
her children exposed. Earlier this year, 
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Apple beats beans 


Baseball is all about records and memo- 
ries, larded with heroics. The 1986 
World Series between the New York 
Mets and the Boston Red Sox homered 
on each count. The championship was 
back in its north-eastern cradle, in stadi- 
ums with real grass and no roofs. Tradi- 
tionalists had nothing to complain about 
except that all games were played at 
night to boost NBC ratings. The “shuttle 


The joy of a mortgage-holder 


she tried to remove her daughter from a 
reading class and was arrested. She subse- 
quently went to court, along with six 
other families, to argue that the curricu- 
lum in the Hawkins County schools pro- 
moted occultism, witchcraft, feminism 
and disrespect and that alternative books 
should be provided. On October 24th, a 
federal judge in Greenville, Tennessee, 
ruled that the children could not be 
forcibly exposed to material that violated 
their religious convictions; they could 
therefore be taken out of the offending 
classes and taught to read at home. 

The judge did not entirely accommo- 
date Mrs Frost. He did not ask the school 
board to change the books, noting that 
the plaintiffs would probably find some- 
thing to object to in any text they were 
faced with. Mrs Frost's blacklist included 
the story of Leonardo da Vinci, because it 
dwelt on the humanism of the Renais- 
sance; the witches’ chorus from Macbeth; 
“Rumpelstiltskin” by the Brothers 
Grimm, presumably because it gets close 
to baby-bartering; and “The Wizard of 
Oz”, in which the cowardly lion is told 
that courage comes from within and 
therefore, some would infer, not from 





series” was almost as inbred an affair as 
those “subway series” that New York 
used to stage for its own amusement 
before its Dodgers and Giants moved to 
California in the 1950s. 

The Red Sox, one of baseball's oldest 
teams, had not won the title since 1918, 
when Babe Ruth pitched for them. 
American popular sentiment, the kind 
that exists outside New York city, was on 
their side. In official competition Boston 
had never played the arrogant Mets, who 
have by far the best record in baseball 
this year. 

One other quality of baseball, as the 
Mets’ star pitcher, Ron Darling, was soon 
to observe, is that “it makes no sense.” 
Heroics took over. The Red Sox won the 
first two games in New York, then the 
Metstook the next twoin Boston. Leading 
by three games to two, the Red Sox came 
within one tantalising strike-out of win- 
ning the best-of-seven contest. But in the 
end the Red Sox buckled, as they are wont 
todo. The Mets won the deciding game on 
October 27th. 

New York’s commercial heart 
thumped. Two million New Yorkers 
turned out to cheer the Mets during a 
ticker-tape parade. Above the crowds 
Wall Street brokers danced soft-shoe 
shuffles on lofty window-ledges. Not 
everyone was in pocket; those savings 
banks which had offered lower mortgage 
rates in the event of a Mets victory had to 
keep their word. Bounding civic pride 
helped them make the sacrifice. 


God. Passages about air pollution and 
tides smacked of “internationalism”; pic- 
tures of children dancing in the moonlight 
suggested black magic; a cookery book 
disturbingly showed a little boy cooking, 
reversing the traditional roles of the 
sexes. Several texts offended simply by 
asking the children to imagine this or 
that. Children’s imaginations, Mrs Frost 
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Godless Oz 


believes, ought to be bounded. 

Only the plaintiffs, said the judge, 
could remove their children from reading 
classes and nobody, including the plain- 
tiffs, could remove their children from 
lessons in other subjects. (The children 
concerned have all been transferred to 
private Christian schools anyway; the 
elaborate compromise has been agreed to 
is case they should decide to appear again 
in the Hawkins County schools.) Yet the 


Yakuza nostra 


The American operations of Japanese 
gangsters, yakuza, have not troubled the 
authorities much in the past: a bit of 
extortion (a leading form of crime in 
Japan), prostitution and illegal gam- 
bling, but mainly kept within the Japa- 
nese community itself. That is changing. 
Japanese gangs have started to dump 
cut-price Asian drugs in California and 
New York and, to the dismay of Ameri- 
can police, they seem to be becoming 
involved in organised crime. 

The president’s Commission on Or- 
ganised Crime heard evidence last year 
of yakuza starting to operate in Califor- 
nia, Colorado, Nevada and New York, 
as well as in Hawaii, where they have a 
well established beach-head. Two cur- 
rent internal reports of the Justice De- 
partment give warning that these activi- 
ties are being stepped up. 

Since the 1970s, yakuza gangs have 
been edging across the Pacific via Hawaii 
to the west coast as the number of 
Japanese residents and tourists in those 
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ruling sets two precedents that other 
parents may seize on. It sanctions educa- 
tion at home, which is tolerated to some 
extent in all the states and has been given 
a sharp push, over the past two decades, 
by fundamentalists lamenting the “god- 
lessness” of the public schools. And it 
sanctions opting out of bits and pieces of 
the curriculum, a privilege that might 
bring chaos to classrooms. 

The case now goes to Cincinnati, where 


TOKYO 


places has increased. They are now ex- 
panding their operations in continental 
America, for two main reasons. First, 
they have found a ready market for 
Asian-made methamphetamine drugs 
(“speed”) which they supply 25% cheap- 
er than American-made versions. Sec- 
ond, they are flush with cash from their 
operations in Japan and need front in- 
vestments through which to launder it. 
American hotels, bars, nightclubs and 
tourist agencies are ideal. Behind some 
of them, it is said, lurk illegal sex, 
gambling and extortion rackets. 

There are some 94,000 yakuza in Ja- 
pan, often identifiable by their flashy, 
1930s American gangster-style clothes, 
elaborate body tattoos and partly ampu- 
tated fingers. The term covers gamblers, 
racketeers and hooligans who are organ- 
ised into 2,500 gangs, according to the 
Japanese police (who probably underes- 
timate the numbers). Their total annual 
earnings have been put at Y7 trillion 
($46 billion) on gross revenues of Y9 


the appeals court for the Sixth Circuit has 
looked on it kindly in the past. From 
there it may proceed to the Supreme 
Court, perhaps in company with a similar 
case currently being heard in Mobile, 
Alabama. In this, a group of 600 parents 
is complaining that the religion of “secu- 
lar humanism” is becoming established in 
the local schools. What secular humanism 
is, nobody has yet decided. A bill prohib- 
iting the spending of federal money to 
advance it was passed in 1983, but nobody 
could define it even then, and the words 
dropped out of the legislation. Its mean- 
ing for the plaintiffs in the Mobile case is 
that man, not God, is taken as the mea- 
sure of things and the source of ethical 
behaviour—especially in books about 
home economics. 

To argue that secular humanism is an 
established religion, imposed on Christ- 
ian children in the classroom, gives the 
Alabama case a constitutional weight 
scarcely deserves. The judge had one «. 
his previous rulings, allowing a period for 
silent prayer in Alabama’s state schools, 
thrown out by the Supreme Court; the 
present trial of secular humanism is his 
response or, as some would prefer, his 
revenge. Nonetheless, it is hard not to 
feel a twinge of sympathy for parents 
whose teenage children are faced with the 
following: “Whatever your situation, re- 
member that good behaviour enhances 
your well-being. Bad behaviour can cause 
guilty feelings and other mental prob- 
lems.” Reading that, a parent might turn 
to the rude moral certainty of the Mad 
Hatter almost with relief. 


trillion ($58 billion), which makes them 
as big an industry as department stores in 
Japan. Two-thirds of their money comes 
from extortion or protection rackets 
against companies (including well known 
firms quoted on stockmarkets), from 
racketeering in the entertainment busi- 
ness and from quasi-legitimate business- 
es such as debt collection, loan sharking 
and “sorting out” property ownerships. 
Drug dealing and gambling account for 
most of the rest. 

The Federal Drug Enforcement Ad- 
ministration says that drugs distribution 
is the biggest threat posed to the United 
States by the yakuza. The gangs-have 
been involved in heroin trafficking as 
well. Earlier this year, yakuza men, 
including the leader of the top gang, the 
Yamaguchi-gumi from Osaka, went on 
trial in Hawaii on charges of racketeer- 
ing, drug smuggling, gun-running and 
extortion, The weapons they were said 
to be bartering for drugs were allegedly 
to be used in Japan in the gang wars 
which have been fought since Masahisa 
Takenaka, the former leader of the Ya- 
maguchi-gumi, known as Japan’s God- 
father, was killed in January 1985. 
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The shadow over Turkey 





Turkey i is. gaining a new respectability in 
Europe. By-elections in September, con- 
tested by`12 parties, showed that a west- 
ern. definition of democracy is slowly 
returning to the country. Relations with 
th European Community have resumed 
er a six-year break. And this month 
y takes over the chairmanship of 
‘the Council of Europe’s ministerial com- 
mittee, a job it was too embarrassed to do 
when its turn came round in 1981. But on 
one question, at least, serious doubts 
about Turkey remain: human rights. 
Turkish politics, it is true, has been 
opening up. Two former prime ministers, 
Mr Suleyman Demirel and Mr Bulent 
Ecevit, are both banned by law from 
politics until 1992, but both have been 
carrying on more or less regardless, Ev- 
etybody knows that Mr Demirel controls 
the conservative True Path party (which 
did remarkably well in the recent by- 
elections), and that Mr Ecevit is behind 
the Democratic Left party. Moves are 
afoot in parliament to lift the bans on the 
two men, and on a few hundred other 
politicians who were sent to the Turkish 
equivalent of Coventry when the army 
took over in 1980. 
But Turkish law still gives wide scope 
_or people to be imprisoned for their 
“beliefs. (One small example: this summer 










prison's no holiday camp 


in Istanbul a young man who started a 
religious movement consisting largely of 
handsome male students was jailed for 
supposedly weakening national morale.) 
Worse, Turkish police and prison officers 
have not yet got out of the habit of using 
torture. Amnesty International, an or- 
ganisation which monitors respect for 
human rights around the world, claims 
that the use of torture in Turkey is still 
“widespread and systematic”. 

Torture by the Turkish police (some- 
times to obtain confessions) and by prison 
officers was not introduced into Turkey 
by the soldiers who brought the country 
back from the brink of civil war in Sep- 
tember 1980. But they did nothing to stop 
it. The large number of detentions under 
the emergency measures introduced after 
the coup—some 180,000 by August 
1984—did not help. Detentions of sus- 
pected trouble-makers have fallen since 
civilian rule was partly reinstated in 1983, 
and so correspondingly has the number of 
cases of torture. But it still goes on. 

Amnesty International has submitted 
to the Turkish authorities the names of 
more than 100 people alleged to have 
died from torture since 1980. The Minis- 
try of Justice admits that 861 detainees 
have died in prison over the past five 
years, but claims that only two of these 


deaths were caused by ill-treatment 
nesty has investigated in detail the: 
of two men who were tortured after be 
detained in Istanbul as recently as Jun 
1985 for allegedly belonging to an ille; 
organisation. One of them was beaten in 
the police station within earshot of his 
nine-year-old daughter. 

Amnesty’s main concern is that the 
has been no clear edict from the gov 
ment to the police that torture is u: 
ceptable. Part of the problem is that 
unclear whether the Ministry of the Inte- 
rior, officially responsible for the po 
force, has proper control of it. 

Since the beginning of this year the 
Turkish press has started to speak more 
openly about torture. A lot of its effo 
has gone on reporting old cases like the 
now-famous confessions of a police tor 
turer, Mr Sedat Caner, published in Feb: 
ruary by Nokta, a weekly magazine. 
Some journalists believe that this may 
have made a few policemen and prison 
wardens think twice about using torture. 

In five south-eastern provinces, ho 
er, martial law is still in force, and 
press gagged. In these provinces the. 
ernment is battling against Kurdish guer 
rillas in a war that has claimed at least 300 
lives since August 1984, Diyarbakir, the 
main city in the region, contains Tur 
most notorious prison, where the beating 
of the soles of prisoners’ feet (falaka) is 
said to be a matter of course. ; 

The authorities say that suspected po- 
lice torturers are brought to trial. Som 
are, some are not. According to the 
minister of justice, 500 policemen are on- 
trial for “embarrassing actions”. On the 
other hand, one of 50 alleged torturers 
named by Mr Caner in Nokta was pro- 
moted last year. One policeman who was 
sentenced in 1980 for torture was recen 
transferred from Kars (a hardship post 
ing) to a cushy job in Sakarya; a police 
woman who complained about this was 
promptly dismissed. 

Some small changes are taking place. : 
Prison officers are to get better training at 
a new academy, and the prisons them-_ 
selves have become a little less crowded. 
In March the sentences of many prisoner: 
were commuted, with the result, accord 
ing to Mr Necat Eldem, then the minister 
of justice, that 20,713 prisoners. wer 
released in the following four months. 

A revised penal code has been drafted. 
to replace the present one, much of which 
was modelled on Mussolini’s. The nes 
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code has not yet been published, but 
press reports of an early draft suggest that 
it may not improve matters much. The 
draft proposed a new offence of “praising 
religious governments™. It also reduced 
sentences for inflicting torture. Where 
torture results in death, the maximum 
sentence at present is 20 years in jail; 
under the draft code, that maximum 
would come down to 12 years. 

Turkey’s six-month term as chairman 
of the Council of Europe's ministerial 
committee is a chance for Mr Turgut 
Ozal’s government to show that it really 
means to do something about all this. 
One of the Council of Europe’s proudest 
achievements is a system for protecting 
human rights in its 21 member-countries, 
with a commission and a court. Last 
December five of the council’s members 
(Denmark, France, Holland, Norway and 
Sweden) conditionally dropped their 
charges, levelled in 1982, that Turkey was 
violating several articles of the European 
convention on human rights. That did not 
mean that all was suddenly well in Tur- 
key. It was intended as an encouragement 
for the Ozal government to do better. 

The government could start by allow- 
ing its citizens to take allegations about 
human-rights abuses directly to the Euro- 
pean court of human rights. Only the 
governments of Malta and Cyprus, 
among the Council of Europe’s other 
members, have yet to give their citizens 
that right. 


Soviet Union 
Modern maths 


Mr Mikhail Gorbachev's offer at Reykja- 
vik of deep cuts in Russia’s long-range 
nuclear force may have caught President 
Reagan off balance, but it was no surprise 
to people in the West who have long been 
arguing that Mr Gorbachev badly needs 
to cut military spending in order to put 
more money into the civilian sector of 
Russia's economy. How much money can 
cutting nuclear forces actually save? 

If Russia and America each cut their 
number of long-range launching vehicles 
to 1,600, carrying 6,000 warheads—the 
numbers talked about at Reykjavik—the 
first result would be more spending, not 
less. It costs about $1.7m per silo to 
decommission an American land-based 
missile; about $24m for a missile subma- 
rine; and about $14,500 for a nuclear 
bomber. If the costs are roughly the same 
for the Russians, and if they cut their 
present force (some 1,400 land-based 
missiles, 1,020 submarine missiles, 143 
bombers) to, say, 850 land-based mis- 
siles, 700 submarine missiles and 50 
bombers, they would have to spend some 
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Will missile-cutting mean 
$1.4 billion. Not a fortune to a super- 
power, but a long way from a saving. 

Any agreement would presumably be 
accompanied by stringent provisions for 
checking that the other side was disman- 
tling the things it said it would, and wasn’t 
installing anything it said it wouldn’t. So 
Russia would also have the extra expense 
of equipping, training and transporting 
the people who would do the checking. 
At a rough guess, this might cost up to 
$500m a year. 

On the savings side, once the missiles 
and bombers were put out of commission, 
operating costs would start to come 
down. A modern American missile sub- 
marine (including the missiles themselves 
and the support units on land) costs 
around $60m a year to operate; a bomber 
about $7.3m; a silo-based missile around 
$500,000. A cut to 1,600 launchers could 
therefore save the Russians around $2.2 
billion a year in operating expenses if 
their costs were the same as the Ameri- 
cans’, which they probably aren’t. Sala- 
ries are a big proportion of American 
operating costs; Russia’s pay is lower, so 
it stands to save less. 

The exact saving on this count would 
depend on what the planners did with the 
engineers and others no longer needed to 
mind the missiles and the bombers. Such 
highly qualified men are in short supply in 
Russia. Russia’s generals would no doubt 
like to keep them in uniform and, if 
necessary, discharge less skilled men. If 
the generals got their way, the saving on 
operating costs might be well under $1 
billion a year. $ 
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Where Russia could save most would 
be in building less nuclear hardware than 
its present plans call for. Nobody in the 
West knows precisely what Russia’s plans 
are, except that it is developing several 
advanced new nuclear weapons which 
would cost a lot more than the compara- 
tively simple ones they are designed to 
replace. The Russians would start to save 
big money if they abandoned some of 
these. 

But the generals will resist this. They 
will argue that, if they are allowed fewer 
nuclear weapons, they need to have as 
many different sorts as possible, to com- 
plicate an American first strike. The best 
guess of western intelligence people i 
that, under a Reykjavik-type agreement, . 
Russia would press ahead with its planned 
new types of bombers, missiles and sub- 
marines, but that it would build fewer in 
each category in order to stay within the 
treaty’s limits. 

Adding all this up, it seems likely that, 
to start with, a force of 1,600 modern 
nuclear weapons would cost the Russians 
at least as much as the 2,500-6dd they 
have today, although less than the force 
they are now planning. There might be a 
saving in two or three years, once the 
money saved on operating the weapons 
outweighed that spent on scrapping them, 
and before the next generation of bomb- 
ers and submarines was built. But even 
this will depend on what the Russians do 
with the men they “save”, and how 
rapidly they bring in the new weapons. 

At best, a missile-cutting agreement 
will give Mr Gorbachev a little extra 
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The best may be yeti to come 


FROM OUR ROME CORRESPONDENT 


Mountaineering has broken clean 
through the clouds. Light modern equip- 
ment and freer allocation of Himalayan 
climbing permits have given climbers a 
great leg-up. But if the world’s highest 
peaks are no longer as imposing as they 
seemed a decade ago, part of the credit is 
due to Reinhold Messner, an adventurer 
with keen business flair from Italy's 
South Tyrol. He has just come home in 
triumph after scaling mighty Lhotse in 
the Everest range, the last Himalayan 
peak that had still evaded him. That feat 
makes him the first man to conquer all 14 
of the world’s 8,000-metre-plus giants. 

Among mountaineers Mr Messner is 
recognised as a path-beater. His achieve- 
ments at the highest altitudes have en- 
couraged more than 30 climbers to con- 
quer four or more of the 8,000-metre 
peaks apiece in recent years, Success in 
such numbers would have been consid- 
ered impossible when Mr Messner set 
about his first Himalayan conquest, Nan- 
ga Parbat, in 1970. 

Whatever he does surprises. He was 
the first person to attempt the Himala- 
yan monsters “without oxygen” (now 42, 
he still forsook oxygen gear when scaling 


money to spend on Russia’s factories—or 
on the new high-tech but non-nuclear 
weapons that Russia’s generals are start- 
ing to clamour for. But not much extra. If 
President Reagan’s Strategic Defence Ini- 
tiative were to go ahead at full throttle, 
the necessary additions to Russia’s own 
star-wars programme would almost cer- 
tainly cancel out any savings made on 
nuclear weapons. 


Eastern Europe and China 
Together again 


FROM OUR CENTRAL EUROPE CORRESPONDENT 


A couple of hugs, and the ice which for 20 
years has separated all the communist 
parties of Eastern Europe except Roma- 
nia’s from their Chinese comrades has 
begun to thaw. The visit to Peking on 
October 21st-26th by East Germany’s 
party leader, Mr Erich Honecker, came 
barely a month after a trip by Poland’s 
General Jaruzelski. The two occasions 
mark a return to the party-to-party links 
that matter so much to communists, but 
have not existed between China and the 
Soviet world since 1966. 

Even though the party thaw with China 
has not yet reached Russia, trade and 
cultural links between the two great com- 
munist powers have flourished of late. It 
is above all the desire for trade that has 
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Lhotse and nearby Makalu). In 1978, he 
climbed Everest alone, another first. He 
likes to work unhindered by climbing 
nails, with only a light rope for safety. As 
a young man Mr Messner opened new 
climbing routes in the Italian and Austri- 
an Alps, but he has found real fame in 
the Himalayas, where his extraordinary 
will and flair for innovation have paid 
off. The Himalayas have also turned him 
into something of a mystic. Before this 
summer's ascents he spent two months 
studying Zen Buddhism. 

Mr Messner, who lives in a castle in 
South Tyrol, is no monk. No mountain- 
eer has made better business of the 
sport. Critics (who are numerous) re- 
proach him for having turned Alpinism 
into a circus. The Tyrolean’s reply is that 
to do what he does he needs money. He 
is a director of the tour company which 
helps finance his expeditions, and he has 
tied up a string of industrial sponsors. 
This year, for the first time, his sponsors 
included RAI, the Italian state television 
company, which filmed him climbing 
Lhotse. He is also a prolific, money- 
spinning writer. His latest work, “Race 
to the Peak”, was on the bookstands in 





Deng and Honecker get close 


pulled the smaller East European coun- 
tries back into the party-to-party net- 
work. For the East Europeans, China 
represents an attractive potential market 
for goods that are not up to western 
buyers standards (or even those of other 
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K2 in 1979 was only a warm-up 


Italy the day after the Lhotse ascent. 

His next project could prove an even 
greater media ride. His aim, he says, is to 
return to Nepal and Tibet to find surviv- 
ing specimens of the yeti, cast in legend 
as the abominable snowman. Mr 
Messner is out to destroy legend. The 
yeti, he says, is “a very rare animal” 
which he claims to have seen. 





East Europeans). 

Poland remembers the good old China- 
trade days of the late 1950s. East Germa- 
ny, too, was still signing agreements 
which sent advisers to China in 1962, well 
after Khrushchev had withdrawn Soviet 
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Mao. Last week Mr Honecker signed a 
new agreement, a 15-year programme of 


= economic and scientific co-operation. All 


East European countries expect an in- 
crease in their trade with China. Al- 
though less than 3% of their trade is with 
China, the trend is sharply upwards. 
China, for its part, has been particular- 
ly keen to cultivate the Poles, East Ger- 
mans and Hungarians. Technology from 
Eastern Europe is often easier to graft on 
to China’s elderly Soviet-built industries 
than more advanced western technol- 
ogies. And the East Europeans are past- 
masters at knocking old-fashioned Soviet 


~ equipment into better shape. 


Russia’s Mr Mikhail Gorbachev had to 
give the go-ahead before the Jaruzelski 
and Honecker visits could take place. But 


since Mr Gorbachev too has been trying 


to get on better terms with China, he does 
not mind his small allies starting the 
hugging. The Soviet and Chinese Com- 
munist parties may not officially talk to 
each other, but their two governments 
have been exchanging high-level visits. 
The Russians presumably hope that they 


may not be too far down China’s party-to- 





party calling list. 

Times have changed since the 1960s, 
when Mao Zedong was accusing the Rus- 
sians of “revisionism”, of having gone 
soft on world revolution and abandoning 
Stalin’s ideas. By that measure, today’s 
China is more revisionist than the revi- 
sionists. But it is one thing for China to 
take an interest in the way East Germany 
organises its industry, and the way Hun- 
gary runs its farms. Mr Gorbachev will be 
less pleased if East Europeans are tempt- 
ed to start copying China’s more ambi- 
tious reforms. That would revive the old 
dispute about which of communism’s 
great powers is really the model to emu- 
late. Mr Gorbachev would whip his allies 
back into line swiftly enough then. 


France 


After they’ve seen 
Paree 


FROM OUR PARIS CORRESPONDENT 


The French authorities may not be expel- 
ling Syrian diplomats, but they are throw- 
ing out plenty of other people in the name 
of the fight against illegal immigration, 
crime and terror. Since a new internal- 
security law came into effect on Septem- 
ber 9th, the French police have arrested 
and expelled some 1,700 foreigners who 
lacked the right papers or had been 
convicted of crimes. 

Early one morning in the middle of last 


month, the police began rounding up 
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Malians from African foyers, or public 
lodgings, on the outskirts of Paris. Those 
without permits to reside in France were 
arrested and served with expulsion or- 
ders. Four days later, 101 were bused to a 
chartered jet waiting to fly to Bamako. 
Some were handcuffed as they entered 
the aircraft. At first, the police implied 
that many were dope-pushers. Later, it 
turned out that at most three or four had 
been convicted on drugs charges. Almost 
all the rest were simply illegal residents. 
How many others risk this sort of 
treatment? The estimated number of ille- 
gal foreign residents in France is 300,000. 
In July 1985, the Socialist government 
chartered an aircraft to fly out 150 illegal 
residents. But they had been before a 
judge. Under the new law, expulsions can 
be made by administrative order. Those 
arrested can ask for a lawyer and seek a 
delay before a tribunal. Many of those 
picked up do not know this. The Malians 
expelled last month may not have been 


Born-again Mario 


Mario Soares has found his niche. Now 
that he sits in Portugal’s dignified presi- 
dency, instead of the embattled prime 
ministership, he is enjoying himself 
again. The pink lapera palace in 
Belem, just outside Lisbon, has enough 
gardens to delight any green-fingered 
man. With five years to tend them, 
Soares has seized his chance. He is 
making part of the grounds a showplace 
for contemporary Portuguese sculpture, 
turning a once-neglected eighteenth-cen- 
tury pavilion into a place for chamber- 
music concerts, and supervising the con- 
version of a former parking lot into 
lawns and flower beds. 

At 61, Mr Soares is blooming. The 
wily politician who struggled through 
three unpopular Socialist governments, 
chairing cabinet meetings that bored him 
silly (he never enjoyed the minutiae of 
government), has yielded to the grey- 
haired senior statesman. He is also a 
refreshing change from his predecessor, 
General Eanes, who was always getting 
into fights with the government. Mr 
Soares has gone out of his way to make 
life easier for Mr Anibal Cavaco Silva, 
the leader of today’s minority right-of- 
centre government. 

The president left the Socialist party 
when he won the presidential election in 
February, and declared himself presi- 
dent of all Portuguese, whatever their 
politics. He has been as good as his 
word. Want to see the president? Some 
30,000 visitors have passed through Be- 
lem since February. Does Portugal's sea- 
going history, sometimes overlooked by 
modern Portuguese, need stressing? Mr 
Soares clambers on board the training 
ship Sagres, a three-master, and sails 
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given a real chance to appeal. 

Until two years ago, illegal residents 
were kept in jail while waiting to be 
“accompanied to the frontier”, the ad- 
ministrative term for expulsion. But 
France's jails, built for 32,500 prisoners, 
are bursting with 47,000. (The minister of 
justice, Mr Albin Chalandon, is keen to 
build privately run prisons in France, and 
last month suggested that thousands of 
inmates would have to be set free unless 
more space was quickly found.) Now, 
illegal residents are kept in glum “‘deten- 
tion centres” for a week before expulsion. 
These, too, are overflowing. 

A foreigner may choose where he or 
she is sent. But since most countries 
require visas, they are usually sent willy- 
nilly back home. For some, that could be 
dangerous. Another section of the new 
law authorises the expulsion of foreigners 
suspected of planning political violence. 

On October 21st, 13 Algerians wer ~ 
arrested and served with expulsion o1 


home from the Azores. Does a confer- 
ence, congress or seminar need opening 
or closing, a race need starting? Mario 
Soares is available—too available, say 
some sniffy people. 

Most Portuguese are not sniffy. One 
of the born-again Mr Soares’s gestures 
was to take the presidency, bag and 
baggage, on a ten-day trip to the north- 
ern city of Guimaraes, where the king- 
dom was born 800 years ago. His gesture 
had overtones of the tours once made by 
Portuguese kings, when they travelled 
from one palace to another. The opinion 
polls say three-fifths of the Portuguese 
approved. 





ders. They were friends of Mr Ben Bella, 
Algeria’s exiled first president, and oppo- 
nents of its current leader, Mr Bendjedid 
Chadli. The French police say the 12 men 
and one woman were plotting against the 
Algerian government. But might France 
not simply have been doing its friend Mr 


Hamburg 


Chadli a favour? Those who know the 13 
say they could face prison or worse if they 
return to Algeria. Luckily for them, they 
had read the new law and called a lawyer. 
He won their temporary release on Octo- 
ber 26th. But the interior ministry means 
to continue its case against them. 





Free, Hanseatic, and in the balance 


FROM OUR BONN CORRESPONDENT 





Von Dohnanyi will be happy if he can persuade half of them 


Hamburg is not just West Germany’s 
largest city (leaving aside special-status 
West Berlin), it is a state in its own right. 
And since its voters will be electing its 
State parliament on November 9th, all 
eyes are now on it. This will be the last 
electoral test in West Germany before the 
neral election in January. 

The mayor of Hamburg, Mr Klaus von 
Dohnanyi, is a Social Democrat nick- 
named “the red baron of the north”. He 
has locally what Mr Johannes Rau, his 
party’s candidate for chancellor, optimis- 
tically claims he can win nationally in 
January: an absolute majority. In the last 
Hamburg election in 1982, the Social 
Democrats won 51.3% of the vote and 
hence have been able to govern alone. 

But state elections have been less kind 
to the Social Democrats of late. Mr Rau is 
still smarting from his party’s dismal 
showing in the Bavarian election on Octo- 
ber 12th. Recent opinion polls give the 
Social Democrats only 40% of the nation- 
al vote and few people think they can win 
an overall majority in January. So it 
would be a much-needed boost for Mr 
Rau if Hamburg’s Social Democrats 
could repeat their 1982 feat next week. 
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Their biggest asset is Mr von Dohnanyi 
himself, who is a local boy made good. A 
former science minister in Bonn, trained 
at Yale and Stanford, he has led the state 
government as mayor for five years. In a 
city full of Anglophiles he fits many 
citizens’ image of the “typical English- 
man”, with his well-cut suits and prefer- 
ence for irony over tub-thumping. That 
helps to make him tolerable to a lot of 
conservatives without losing him backing 
among Hamburg’s Social Democrats, 
who stand to the centre-right of their 
national party. 

Only once before, in 1953-57, has 
Hamburg had a Christian Democratic 
mayor. This time the candidate is Mr 
Hartmut Perschau, a former army major 
who has assembled a strong shadow cabi- 
net. The trouble is that in a gentlemanly 
campaign Mr von Dohnanyi has looked 
smoother than Mr Perschau, and he has 
Hamburg’s Social Democratic tradition 
on his side. 

For all his popularity, Mr von Doh- 
nanyi has had a hard time getting Ham- 
burg to face up to some home truths. The 
1.6m inhabitants of the “Free and Hanse- 
atic City” adore their old sense of inde- 
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pendence. But Hamburg’s port has lost 
business to others in Europe, its ship- 
building has been squeezed by Asian 
competition and its oil-refining sharply 
cut. The unemployment rate, at over 
12%, is double that in booming Bavaria 
and Baden-Wiirttemberg. Hamburg is 
still a rich city, but it isn’t getting richer. 
Mr von Dohnanyi has sought to halt the 
slippage mainly by attracting new indus- 
tries (robotics, electronics, biotechnolo- 
gy) and by promoting Hamburg’s role as 
West Germany’s media capital. 

Despite these efforts, the Social Demo- 
crats may well fail to win an outright 
victory this time. Well-publicised scan- 
dals forced the resignation of two local 
ministers this year. Neue Heimat, a debt- 
ridden property group which the trade 
unions gravely mismanaged and have just 
sold off, has its headquarters in Ham- 
burg. Moreover, the big Social Demo- 
cratic victory four years ago derived in 
part from popular sympathy for Mr Hel- 
mut Schmidt, another son of Hamburg, 
whose centre-left government in Bonn 
had collapsed three months earlier when 
the Free Democrats changed horses. 

What happens if the Social Democrats 
slip below 50%? Like Mr Rau at the 
national level, Mr von Dohnanyi has 
firmly ruled out any alliance with the 
Greens. That leaves as possible future 
partners the Free Democrats (if they clear 
the 5%-of-the-vote needed to win seats in 
the parliament, which they have failed to 
do in the past three Hamburg elections) 
and the Christian Democrats. Either alli- 
ance would cause the hair of a lot of 
politicians in Bonn to stand on end. 

A Social Democrat-Free Democrat co- 
alition in Hamburg would be the first 
anywhere since the emergence of a cen- 
tre-right alliance in Bonn under Mr Hel- 
mut Kohl, the federal chancellor. It 
would make life much harder for Mr 
Kohl, who is hoping to continue with the 
same alliance after the general election. 
Above all it would lend weight to con- 
stant warnings put around by Mr Kohi’s 
ally (and arch-rival) Mr Franz Josef 
Strauss of Bavaria’s Christian Social 
Union, that the liberals are preparing to 
switch sides yet again in Bonn. 

The Free Democrats are themselves 
divided about a Hamburg coalition, but 


Will the left hold its fortress? 


Hamburg's parliament 
after December 1982 state election 







Social 
Democrats 
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may be wooable. Mr Hans-Dietrich 
‘Genscher, the foreign minister and the 
berals’ master-tactician, has given his 
blessing to a get-together with the Social 
Democrats if the Free Democrats win 
eats. 

If they do not, Mr von Dohnanyi’s only 
Other option would be to try to govern 
With the backing, whether formal or tacit, 
of the Christian Democrats. That would 
cause trouble for both big parties in 
lonn. They would have to try to explain 
O voters why allies in the north were foes 
‘lsewhere. The spectre would emerge of a 
‘grand coalition” in Bonn. 



































The Basque country 
It's getting worse 


; ‘FROM OUR SPAIN CORRESPONDENT 


“Why can’t they leave us in peace?” was 
he anguished cry of the Basque region’s 
premier, Mr José Antonio Ardanza, on 
October 25th. That morning two young 
men belonging to the ETA separatist 
group had blown up the military governor 
of Guipuzcoa, General Rafael Garrido 





: Politics 


Britain asked its EEC partners to apply a 
“series of sanctions against Syria for in- 
volvement in a plot to put a bomb aboard 
` an Israeli airliner at Heathrow airport. 
` Muttering that they hadn’t had enough 
time to think about it, they failed to 
: comply. Greece raised most objections 
but France, West Germany and Spain 
- were other notable foot-draggers. 








Overseas aid 


The Community is taking the lead in 
financing a project to develop the Beira 
_ corridor in Mozambique. The idea is to 
provide land-locked areas of south-cen- 
Africa, which currently rely heavily 
- on South Africa’s transport system, with 
<an alternative route to the sea. At a 
-: donors’ meeting in Brussels, the Commu- 
nity itself pledged $35m of the $200m 
_ needed for the first stage of the project. A 
> i ountries—including Italy, 


: rest: wi come from Scandinavia 
($50m), with smaller contributions from 
OPEC countries, East Germany and 


Trade and industry _ 






<The Communit zed the Garr for an 
_ argent ruling on the legality of Japan’s 
Be taxes on pt which penalise imports 





Gil, ‘and his wife 


tian. In the afternoon a demonstration in 
Bilbao called for talks between the Span- 
ish government and ETA, on the latter’s 
terms. Three days later, on October 28th, 
a policeman was shot dead in Bilbao, 
bringing to 38 the number of people killed 
so far this year; altogether, ETA has taken 
469 lives over the past ten years. 

In the doldrums a year ago, the Basque 
terrorist movement has shown remark- 
able powers of recovery. Only the Irish 
Republican Army, among European ter- 
rorist groups, rivals it for consistent dead- 
liness. And it still gets the support, or the 
passive acquiescence, of a depressing 
number of Basques. The struggle for self- 
government against the centralism of Ma- 
drid has deep and emotional roots in 
Euskadi, as the Basques call their part of 
Spain. General Franco dealt harshly with 
Euskadi. After his death 11 years ago, the 
new democratic government reacted 
slowly to the Basques’ demand for self- 
government, but eventually gave the re- 
gion a considerable measure of autono- 
my. Many Basques still want more. 

The present Socialist government in 
Madrid has tried to mix fairness with 


October in the EEC 


more heavily than domestic booze. It also 
complained to the GATT that July’s mar- 
ket-and-price-rigging agreement on semi- 
conductors between America and Japan 
unfairly raised the prices the EEC paid for 
imports of these items. 


Ministers agreed on two programmes, 
worth a total of $1.2 billion, for some of 
the poorer regions of the Community: the 
Mediterranean area and both parts of 
Ireland. One is to help them improve 
telecommunications services, the other to 
heip them develop local sources of ener- 
gy. Both programmes will run for five 
years. 


The Community finally agreed on an 
offer it hoped would satisfy Mediterra- 
nean countries whose exports to it are 
affected by Spanish and Portuguese entry 
last January. Morocce has already said it 
considers the EEC’s offer too mean. 


Competition 


The European Commission closed the 
least edifying case in its 28 years as 
guardian of free competition when Mr 
Stanley Adams accepted its £200,000 
compensation offer. Mr Adams, a Briton 
who worked for Hoffmann-La Reche, a 
Swiss pharmaceuticals group, provided 
evidence of price-fixing in the commis- 
sion’s antitrust investigation of the com- 
pany. Although bound by confidentiality 
= commission officials named Mr 


former ETA men have been allowed to 
return to Spain from exile. On the other 
hand the government has. persuaded © 
France to expel several leading members 
of the organisation, living in France, to 
Africaand Latin America. There are 
those. who say this may have been 
counter-productive. One of the men in- 
volved, Mr Domingo Iturbe, is reported 
to have been willing to seek a face-saving 
end to the violence: moderate nationalists 
argue that his arrest in France in the 
spring, and his subsequent expulsion, 
may have resulted in a new ETA leader- 
ship even more ruthless than before. 

The police are hampered by the unpop- 
ularity of other Spaniards in Euskadi, at 
least when they are in uniform. Itis hard 
to get infiltrators into the terrorist organi- 
sation. Accent and appearance make it. 

hard for a policeman from C: 
Andalusia to pass off as an ETA 
a non- -Basque-speaking one. Ba 
not join the Spanish police force. There is 
a small regional police force, but the 
government in Madrid feels this is 
closely involved: in Basque a ffaii 
trusted in anti-terrorist o ta 






















Adams as their source to H 

Roche. This resulted in his being tried for 
industrial espionage by a Swiss court and — 
jailed for three years. While he was in 
prison, his wife committed suicide. 
Adams had been fighting for 
tion for ten years. 


Fisheries 


France and Spain ended their row over pi 
access to fishing zones in the Bay of 
Biscay. The dispute centred on a tiny 
area, only seven miles by seven miles, 





terms of Spain’s EEC 
least according to. Fr 
of the treaty). France: 
Spanish boats into the area. 


Directive 


Ministers approved a directive on n 
levels made by household appliances. | 
Maximum levels will not. be set, but 
manufacturers will have to say on ao 
product’s label the amount of nolse it. | 
makes. : 
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Now the Alliance loves 


the Tories 


Alliance voters are fickle bedfellows. The 
latest of The Economist/MorRi polls on 
attitudes towards a hung parliament 
shows they have changed their minds 
about which party they would favour as 
the government if their members of Par- 
tament held the balance of power after 
he next election. 

In August, Labour was favoured by 
37% of Alliance supporters, and the 
Conservatives by 26%. Since the party 
conferences, those preferences have been 
turned on their head. Now 36% of Alli- 
ance voters want to do a deal with the 
Tories and only 28% with Labour. This 
reflects an almost even split among Liber- 
al voters (who in August strongly fa- 
voured Labour), and a much stronger 
antipathy to Labour among SDP voters. 
They prefer the Conservatives over La- 
bour by 41% to 27%. 

Minds have obviously been changed by 
the party conferences. In August, Mr Neil 
Kinnock was busy projecting a moderate 
image for the Labour party; by October 
his party had voted at its Blackpool 
conference for a policy of unilateral nu- 
clear disarmament and the closure of 





American bases in Britain. This might 
well have alienated the majority of SDP 
voters—and at least half the Liberals— 
who want to keep an independent British 
nuclear deterrent. 

Mr David Steel’s embarrassing defeat 
on defence policy by his own Liberal 
party at Eastbourne in September seems 
to have dealt his authority a blow in the 
eyes of voters, The latest poll shows that 
only 21% of voters believe he should lead 
the Alliance into the next election, down 
from 25% in August and 27% in June. 

A subdivision of the polls shows the 
unpopularity of the spp leader, Dr David 
Owen, among Liberals—a dislike which 
was quite apparent at their assembly. 
Only 9% of Liberals think he alone 
should lead the Alliance, compared with 
33% of SDP supporters. The SDP contin- 
gent is not nearly as partisan as the 
Liberals; 22% would like Mr Steel to be 
the Alliance’s leader. 

The poll was taken between October 
17th and 21st, after the party conferences, 
but before the Liberal party had agreed a 
compromise policy on defence; and its 
other findings reflect the fall in Alliance 
support across the country. Asked wheth- 
er a hung parliament—where neither 
main party wins a majority of seats— 
would be a good or bad thing for the 
country, only 26% of all voters thought it 
good, compared with 29% in August. Ina 
hung parliament, the Alliance is likely to 
hold the balance of power. Even Alliance 
supporters are shying away from the 
thought: while in August 43% liked it, 
with 41% opposing, in the latest poll only 
39% thought a hung parliament a good 
thing, while 48% disapproved. 

The party conferences seem to have 
boosted the stock of Mrs Thatcher. A 
mere 9% of voters said they would be 
more likely to vote Conservative if she 
were replaced as party leader, down from 
13% in August. More Alliance voters are 
coming round to her style of leadership; 
while 20% would have been more likely 
to vote Conservative without her in Au- 
gust, that had fallen to only 15% by 
October. When MORI asked the anti- 


1. If the next general election produces a stalemate | 


with no party able to form a government on its own, 
would you prefer the Liberal/SDP Alliance to allow the 
Labour party or the Conservative party to lead the new 
government? 


Alliance % | Liberal % | SDP% 
voters: | voters: | voters: 


Aug Now | Aug Now | Aug 
Conservatives 26 36 | 19 31 
Labour 37 2839 32 
Neither 24 0 | 28 23 
Don'tknow 14 14/15 14] 8 


2. Would you prefer the Liberal/SDP Alliance to contest 
the next general election with Mr David Steel as leader, 
Mr David Owen as leader or both as leaders, as at 


All % Alliance % 
voters: 
Jun Aug Now 

33 

2 22 26 
36 45 39 
E re 


3. If no party achieves an overall majority in the next 
general election so as to be able to carry out its policies 
without the support of other parties, do you think it will 
be a good or a bad thing for the country? 


28 29 26/47 43 39 
50 5 52/39 41 48 
Neither 6°: , Bard: eee oS 
Don'tknw 15 15 17/10 12 11 
4. If Mrs Thatcher were replaced as leader of the 
Conservative party before the next election, do you 
think you would be more likely to vote Conservative, 
less likely to vote Conservative, or would it make no 
difference to how you vote in the general election? 


More likely 11 13 91/21 20 15 
Less likely LT et pea 6 
Nodifference 76 74 78) 70 70 74 
Don't know 6 6 G2 eae 


5. (Asked only of those replying ‘more likely” to 
question 4): Assuming Mrs Thatcher is replaced as 
leader of the Conservative party, which of the poli- 
ticians on this list would be most likely to make you 
se ror the Conservative party in the next general 
election? 


Michael 


Heseltine 36 32 
Norman Tebbit 15 20 


Douglas Hurd 
Other 2 
Don'tknow 17 19 1 


8 
8 
4 
3 
4 
4 


a Sonia.” 
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Victorian values 


“Bizarre” was the word most newspa- 
pers reached for in commenting on the 
resignation of Mr Jeffrey Archer as dep- 
uty chairman of the Conservative party. 
Mr Archer, best known as a thriller- 
writer, quit following a News of the 
World story that he had tried to pay a 
prostitute to leave the country rather 
than risk a public scandal. He insists he 
has never met the lady: in his resignation 
statement, he said he was going only 
because of his serious error of judgment 
in offering to give her money. 

In becoming engulfed by a sex scan- 
dal, Mr Archer has followed a long line 
of prominent Tories from Mr John Pro- 
fumo in 1963 to Mr Cecil Parkinson in 
1983. Why do such scandals recur? One 
answer is that the Tory party, with its 
professed belief in Victorian values, 
takes a particularly high moral line over 
its leaders’ behaviour. As a result it turns 
into heinous offences those peccadilloes 
which in other parties and other coun- 
tries are accepted as an inevitable fea- 
ture of political life. But whatever the 
moral position, Mr Archer’s abrupt res- 
ignation raises plenty of questions. 

The original story was apparently be- 
ing touted around the newspapers for 
several weeks before it broke. Mr Ar- 
cher was advised simply to lie low and 
say nothing. Why did he ignore this 
advice? If, as he claims, he did not know 
the lady, why did he offer her money? 
Why did he not call in the police to 
investigate possible blackmail? Indeed, 
why does he not call them in now? 

Mr Archer has plenty of enemies, 
many of whom strenuously opposed his 
appointment as Tory deputy chairman. 
He has already survived a number of 
financial and other troubles, including 
allegations that he perpetuated myths 
about his school and university educa- 
tion and that he was too grasping when 
he acted as a professional fund-raiser. It 
was his near-bankruptcy after an unwise 


































Thatcher brigade whom they would like 
as a replacement, Mr Michael Heseltine 
and Mr Norman Tebbit came first and 
second, as they did in August. Sir Geof- 
frey Howe is moving up into third place. 
Among Tory voters, he is now top of the 
league. 


Unemployment 
Counting heads 


The government has just received a fa- 
vour from an unexpected quarter. The 
Public Accounts Committee (PAC), which 
spends its time hassling departments for 
financial mismanagement, is not usually 
popular with ministers. But a paragraph 


50 
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investment which led him to resign from 
the House of Commons in 1974. He 
worked his way back through determina- 
tion and a gift for turning out popular 
pulp thrillers. Indeed, his own life—as 
more than one newspaper has pointed 
out—would make an excellent plot for 
one of his novels. This could provide a 
clue to his apparent lack of judgment: 
impetuosity, a taste for adventure and a 
love of intrigue may all have con- 
tributed. 

Tory members of Parliament hope 
that the publicity surrounding Mr Ar- 
cher’s resignation will blow over without 
much affecting the high level of party 
morale. With luck, the faithful may be 
more enraged at the role of the popular 


S 





in a PAC report published in June has 
given the employment secretary, Lord 
Young, an idea for cutting the number of 
people who join the dole queues: an 
“availability test”. 

Until now, there has been little to 
discourage people who are not genuine 
job-hunters from signing on to claim 
unemployment benefit, so swelling the 
numbers officially recorded as out of 
work. There has been a simple, vague 
question: are you available for work? Few 
people are inclined to say no. But ask 
some more specific questions, suggested 
the PAC, and you can cut out those who 
are not really available. Benefit offices 
tried it out on a sample. The results were 
impressive. The number of new claimants 
fell by between 4% and 7%. Hence UB 


Archer's family Is nicer to journalists than they have 





press than at Mr Archer's indiscretion. It 
seems that he will not be replaced: his 
fellow deputy chairman, Mr Peter Morri- 
son, and other colleagues will shoulder 
part of the burden of touring the constit- 
uencies boosting party workers’ spirits. 

Most MPs agree that Mr Archer, who 
was unpaid, was making a good job of 
the “chicken and peas” circuit: he had 
visited some 300 constituencies in his 13 
months as deputy chairman. Conserva- 
tive central office hopes that Mr Archer 
will be able—after a decent interval—to 
resume such local engagements. The 
party will miss rather less his propensity 
for making public gaffes about govern- 
ment policy, though some outsiders 
found this trait endearing in an other- 
wise arrogant man, and a refreshing 
change from the normal dullness of 
politicians. 















671, an extra form to be filled in by 
people who want to draw unemployment 
benefit for the first time. It asks questions 
like: “Can you start work today? How far 
can you travel? What wages do you 
want?” And so on. 

Lord Young says this is a purely admin- 
istrative change. He points out that some 
people (those who wrongly draw unem- 
ployment benefit, but cannot work be- 
cause they are caring for old people or 
children, for instance) will now be re- 
lieved of the inconvenience of trekking 
regularly to a benefit office. But another 
employment minister, Mr Kenneth 
Clarke, is more candid. Plenty of appli- 
cants, he says, thought they were allowed 
unemployment benefit even if they did 
not want a job. The “availability test” will 
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rule them out. Accurate estimates are 
impossible; but guesses suggest that, oth- 
er changes apart, the unemployment fig- 
ure might be 100,000 lower a year from 





< ain etween this and unemploy- 
“ment benefit—which may not be much, 
= since unemployment benefit often has to 
be topped up because it is less than 
supplementary benefit. 
Labour MPs think the government will 
“use the test to squeeze out legitimate 
claimants. The form’s wording is not 
intimidating. But there is a conflict. be- 
_ tween what Mr Clarke told the House of 









money while the claim is being 
cated. 





Teachers’ pay 
_ Baker steps in 
: Brita cachérs are being offered 16% 





more pay to behave themselves in and out 
of class. The education secretary, Mr 
Kenneth Baker, has persuaded the prime 
minister and the Treasury to offer the 
extra cash over two years in exchange for 
strict agreements on teachers’ duties, on 
assessment of job performance and on 
wider differentials. This expensive deal is 
designed to bring industrial peace to the 
-classrooms in the months before a general 
election. — 
< Will it succeed? If teachers agree to 
contracts which specify their duties out- 
side class, they will be deprived of a 
_. weapor—withdrawal of “goodwill’”— 
- which has so far allowed them to disrupt 
schools without loss of pay. The teachers’ 
< unions and their local authority employ- 
ers agree on the need to put this work on 
: a more formal basis, but resent Mr Bak- 
-ers attempt to bounce them into an 
“agreement on his terms. They are due to 
eet in Nottingham on November 8th to 
heir own deal worked out this 








us unions are already divided 
ay should be structured. The 





carrot of a higher average award—loosely 
based on the recommendations of the 
Main committee for Scottish teachers— 
may not be enough to persuade them to 
fall into line. The biggest Scottish union is 
unhappy with the Main proposals on 
conditions of service. 

But the government has also been 
waving a stick in the background. This 
week it has leaked rumours of new legis- 
lation to impose duties on teachers. The 
use of the law to specify rigid conditions 
of service would be unprecedented in any 
public-sector profession. Teachers would 
fiercely resist it on the grounds that it 
treated them as less responsible than their 
pupils. If the Nottingham talks fail to 
come up with a settlement which satisfies 
the government, the stage will be set for 
another round of industrial action, more 
intense than the 15 months of selective 
strikes which ended in May. 


Favours for foreigners 


On October 24th, Britain cut its diplo- 
matic relations with Syria. There- was 
evidence at the trial of the terrorist 
Nezar Hindawi that the Syrian ambassa- 
dor, Mr Loutof al-Haydar, had helped 
him try to escape. But the government 
knew anyway that he was involved. 
How? It had bugged the ambassador's 
telephone. 

Not a moment’s sleep will be lost at 
the Foreign Office over this breach of 
the Vienna Convention’s 27th article, 
which requires the “protection of free 
communications” for all diplomats. Ev- 
erybody knows that the Russians bug the 
Americans, and the Americans bug the 
Israelis. A casuistical argument can be 
made that, if a communication arrives, 
then the convention has not been 
breached. But Mr Haydar’s case raises 
other questions about diplomatic 
immunity. 

The murder of wrc Fletcher, and the 
attempted kidnapping of a Nigerian ex- 
ile, Mr Umaru Dikko, with the collabo- 
ration of Nigeria’s high commission, led 
Parliament’s foreign affairs committee to 
ask whether anything could be done to 
stop the abuse of diplomatic immunity. 
It thought that it would be difficult to try 
to amend the Vienna Convention. In- 
stead, it said, Britain should co-operate 
with other countries against terrorism, 
and apply the convention more rigorous- 
ly where possible. 

Could the government stop the import 
of weapons or explosives in diplomatic 
bags? Probably not. The convention al- 
lows scanning, but a normal x-ray (as 
used at Heathrow) would miss such 
things as plastic explosive. The prospect 
of using special scanners would terrify 
the Foreign Office, because of the reper- 
cussions for Britain’s own diplomatic 
bags. The Russians’ scanners can ruin 


Labour councils | 
Tory weapon 


Labour’s far-left local councils. are 
coming a prime Tory target. Mr N 
Kinnock has worked hard on hisim 
moderation. In Parliament, hi 
brought the Labour left to heel: witne 
this week’s shadow cabinet elections. D 
fence apart, he has. steered the p 
towards policies—on: council house 
and trade-union democracy—that s 
once unthinkable. He has debarred 
erpool’s Mr Derek Hatton and 
councillors linked to the Militant Te: 
cy from Labour’s ranks. But the To 
have spotted his weak point: the. res 
local. government. There are f 

councils and councillors a-plenty out 
Merseyside—and, unlike the Militant 





























magnetic tapes and floppy. disks, can 
read papers through opaque containers, 
and can give a good idea of the precise - 
function of, say, a computer. Nor would 
it help to limit the size of diplomatic 
bags, or the number that can be carried. 
The Russian idea of what is a “bag” is 
legendary; but Britain, too, sends diplo 
matic pantechnicons from: Helsinki to 
Moscow crammed full-of things that the 
staff cannot buy in Moscow shops. 
In one small but irritating matter; the | 
government has been successful in. re- 
stricting the abuse of diplomatic immuni 


ty. Diplomats in London are notorious 
for using their status to escape fines for 
huge piles of parking ‘tickets, Since the _ 
report, the government has told them to 
pay up. It has sent six letters threateni 


The threat of expulsions usually works — 
with minor matters, but has to be used 
sparingly. The Foreign Office should not 
be too worried if small restrictions bring 
tit for tat. Britain’s own staff abroad are 
generally law-abiding. Immunity. has 
been invoked by British diplomats only. 
half a dozen times in the past decade...” 













cking them out. 
| The councils concerned are not, in fact, 
that many. Most are in London boroughs: 
Brent, Camden, Ealing, Hackney, Harin- 
gey, Islington and Lambeth. Outside the 
capital, Liverpool still leads. the field, 
with Manchester close behind—at least in 
Tory eyes—and Edinburgh third. 

Just how much the councils’ lunacies 
matter is a matter of judgment. Hl-run 
services plainly matter: even by the sorry 
standards of inner London, Hackney and 
ambeth face that charge. In contrast, 
ffield, the council headed by the left- 
wing-but far from loony Mr David Blun- 
kett, is efficiently run. But the loudest 
iticism is directed at smaller things: 
‘Race, women, homosexuals. Much of 
the recent brou-ha-ha has centred on 
iese- causes, Thus Brent was rightly 
jemned for suspending a headmis- 
s on a wafer-thin charge of racism, 
n-—much less rightly—for wanting to 
d supposed anti-racist ‘“commissars” 
to: its schools. Tory politicians have 
lasted Ealing (“red fascists”) for a simi- 
r anti-racist plan, Haringey for wanting 
) give women employees “awareness 
aining’’. Several councils have hit flak 
encouraging people, especially 
hoolchildren, to. treat homosexuals as 
st one variety of humankind. 

Easy fun can be made of those who ban 
‘ish jokes, Wapping newspapers, and 
Baa-baa black sheep” (substituting 
en sheep). The left-wingers argue 
that, at worst, they are going overboard 
in good and usually tolerant causes. 
‘Propaganda. Many left-wing councils 
pend significantly on what their critics 




























































It. was with mild astonishment that the 
newly formed Women into Public Life 
Campaign learnt last week that the 
prime minister was on their side. She 
had; they were told, instructed her offi- 
‘cials that any short-list for public ap- 
» pointments must contain at least one 
woman, or else a written explanation of 
-why none had been found. 
Britain’s first woman. prime minister 
has not.been remarkable for her promo- 
tion of women in politics. She has only 
had one other woman in her cabinet 
Lady Young, subsequently demoted). 
She has not had many to choose from: in 
1983, only 23 women were elected to 
Parliament. 
But women. have not done well in 
“other parts of public life. Among the 
main ‘nationalised industries, only the 
post office and London Regional Trans- 
<port. have. a--woman on- their board 
(th ugh the private sector does not do 
only 2% of the directors of 





























offer: party headquarters ne ground 


No job for a woman 


der to be straight party propaganda. 
This is a main charge made against Man- 
chester; Edinburgh councillors are fight- 
ing off an attempt by the auditor to 
surcharge them £116,000 on this ground. 
© Police. Labour councils in London, 
whose police force is run by the Home 
Office, have for that reason set up their 
own police committees. Anti-police com- 
mittees, say their critics. The reaction of 
Mr Bernie Grant, Haringey’s leader, to 
the Broadwater Farm riots there was 
widely denounced. In contrast, in nearby 
Islington there are signs of a council- 
police rapprochement: the most ardent 
left-winger these days can hardly over- 
look working-class concern about crime. 
© Sinn Fein. Touring Sinn Fein council- 
lors from Northern Ireland last week 
spoke at more than 70 meetings through- 
out England. They got an official wel- 
come from three London councils—Cam- 
den, Haringey and Hackney—and from 
the mayor of Islington. At many more 
places they were welcomed by the ruling 
Labour council group, in others by coun- 
cillors individually. Mr Tony Benn was 
billed to share the platform at one meet- 
ing. Happily for Mr Kinnock, in the event 
he had more urgent business elsewhere. 
Conservative propagandists will be in- 
creasingly swift to jump on this sort of 
thing. But will they in fact gain votes 
thereby? The evidence of local elections 
is mixed, In Islington, first of the London 
boroughs to wear the loony label, La- 
bour’s share of the vote crashed between 
1979 and 1982, and its council seats 
slumped this year. Left-wing antics plain- 
ly cost votes this year in Liverpool and 
possibly in Edinburgh; yet in Manchester, 


private-sector firms are female). Last 
year, women accounted for only 18.5% 
of appointments to public bodies, a slight 
fall on the year before. The Home Office 
has the best record—women accounted 
for 30.8% of the appointments to bodies 
for which it is responsible: just as well, as 
one is the Equal Opportunities Commis- 
sion (which has a male chief executive). 
Some government departments have 
done much worse: women account for 
less than 7% of those appointed to 
bodies under the wing of the Foreign 
Office, or of the energy, defence or 
agriculture departments. 

The record of the labour movement, 
which one might have expected to have 
been better, has been no more inspiring. 
Only eight of 50 members of the general 
council of the Trades Union Council are 
women. And although only 20.4%. of 
Tory county councillors are women, the 
Labour party does still worse, with 
17.8%. 







this year did well. ve 

But it is not really the local. effect that. 
matters. Conservative central office and 
Conservative newspapers pick on this. or 
that loony council not to get rid of it, but 
to pin it on the ever-so-moderate Mr 
Kinnock and display it to the nation. 


Artificial limbs 
An arm and a leg 


When Mr Tony Newton was reshuffled 
last month from the job of minister for 
social security to that. of minister for 
health, there was one albatross which he 
was particularly happy to offload: are- 
port on the government's artificial limb 
and appliance centre services by an inde- 





pendent working party chaired by Profes- 


sor Ian McColl. That seems odd. Artifi- ~ 
cial limbs and wheelchairs cost only £70m 


Long John Silver went private 


a year—less than 0.5% of total health 
spending. But Mr Newton’s successor, 
Mr John Major, must be beginning to 
understand Mr Newton's relief. 

The McColl report was handed to the 
government last January. Mr Major 
would like to respond to it by the-end of 
the year. The report was an extraordinary 
tale of mismanagement, by the Depart- 
ment of Health» and Social. Security 
(puss); of one of the few bits. of the 
National Health Service it runs directly. 

Amputees in Britain are normally of- 
fered limbs made by. one of three compa- 
nies. Two of them, owned by the BTR 
group, supply three-quarters of the main 
market, for lower limbs. At ten of the 27 
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Turnstile culture 
Politicians of all parties recall the furore 
which greeted Mr Edward Heath’s deci- 
sion to impose “museum admission 
charges in 1972. They were eagerly 
scrapped. by the 1974 Labour govern- 
ment: But, 15 years later, Britain’s great 
national museums are moving towards 
the reimposition of admission charges 
with little political fuss. The Natural 
History museum has just announced that 
it will charge £2 for adults and £1 for 
_ children and the elderly from next April. 
=. It follows the National Maritime, the 
Imperial War and the Victoria and Al- 
bert museums — though admission 
charges to the last two are, in theory at 
least, “voluntary”. The British Museum 
and the National and Tate galleries have 
¿ no plans to introduce charges, though 
“they are keeping the issue under review. 
The impetus for charges has been tight 
government funding. Annual purchase 
grants for the nine national museums 
have fallen by nearly a third in real terms 
“since 1979; and the 15% real increase in 
“finance to cover running costs has been 
more than eaten up by higher real pay. 
All museum trustees have been looking 
hard for other sources of cash, including 
private sponsorship and increased in- 
come from shops and restaurants. 
-Charges were a logical next step. 











centres in England, which are all run by 
the DHSS, only one contractor supplies 
limbs. This lack of competition is com- 
pounded by the fact that the prosthetists 
who fit the limbs are employed not by the 
DHss but by the companies which make 
them. It has predictable results: nearly a 
„quarter of amputees find their artificial 
limbs painful, at least 50% of new limbs 
are delivered late, 40% of important 
repairs are late. 
Besides being mismanaged, the service 
osts more than it need do. McColl was 
“appalled by the system of cost-plus con- 
tracts with the manufacturers, and the 
comfortable relationship between them 
and the DHss. The report concluded that 
the DHSS was “not capable of controlling 
the costs, prices or profits of the compa- 
niés” -A supplementary study by Coopers 
& Lybrand found that “in many areas the 
system appears to reward inefficiency and 
_ delay”. There is no price competition, 
even for the 40% or so of limbs which are 
«| of standard design. 
Since the report’s publication, minis- 
_ ters have been wondering what to do with 
- it, and particularly with the recommenda- 
~ tions to which the working party attached 
most importance: for the service to be 
removed from the control of the DHss and 
« handed over to a new independent man- 
“agement board. The department accepts 
-that it has not run the service well, but is 
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The government’s policy is to encour- 
age museums to adopt more vigorous 
marketing strategies to reduce their de- 
pendence on state funding. The arts 
minister, Mr Richard Luce, has asked all 
museums to produce five-year corporate 
plans. He has also delegated responsibil- 
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An eyeful of old art comes cheaper 


reluctant to hand it to outsiders. Most 
officials accept that, in the long run, it 
may be more logical for the service to be 
provided by regional health authorities, 
and concentrated in centres providing 
other services for the disabled. The work- 
ing party did not disagree, but felt that 
the health authorities might find it no 
easier to sort out the present shambles 
than the DHSS had done. And ministers 
have been nervous of appearing to make 
changes different from those McColl 
suggested. 

The DHSS itself is now trying harder. 
Since February, four high-quality senior 
civil servants have been drafted in to run 
the service. They are trying to build up 
local management—at the moment, no 
centre has an administrator responsible 
for medical, technical and administrative 
staff—with a local budget, and local com- 
puters to follow the progress of each 
centre’s contracts, something which can 
now only be done centrally. But the 
senior official involved returns to his 
former department in January; and the 
department cannot afford such lavish 
managerial input for long. 

The task of beefing up management is 
now overshadowed by the need to sort 
out the service’s relationship with its 
suppliers. Proposals for a tougher new 
contract were put to the companies in 
April. They reacted with predictable hor- 








ity for most decisions, including whether 
to impose admission charges, to museum 
trustees. The Conservatives think: the 
national museums should learn from the _ 
example of Britain’s 1,200 independent — 
ones, which are selling themselves. much 
more vigorously; nearly all of them — 
charge for admission. ae 

The Labour party and the trade unions: 
argue, with some justice, that charges 
lead to a marked fall-off in attendances. 
The Victoria and Albert’s attendances. 
this year are down by over a third—- "| 
though some of this is attributable to 
other factors like fewer American visi- 
tors to Britain—and the Natural History 
museum expects its numbers to fall by _ 
40%. when charges come in. Labour's: 
spokesman, Mr Norman Buchan, has 
promised to get rid of charges, if neces- 
sary by legislating to remove trustees’ 
power to impose them. He has also 
promised to make good the shortfall in 
revenue by higher grants, though the 
museums are sceptical after their experi- 
ence under the last Labour government. 

Moves to charge for admission are also 
afoot in the’ Church of England. Ely. 
cathedral earlier this year became the 
first English cathedral to charge for en- 
trance. Many other cathedrals have 
brought in systems of “voluntary” dona- 
tions which even stingy tourists have 
difficulty avoiding. The days of free, 
culture may be numbered. 































ror, and the two BTR firms have since 
issued writs against the department. Dis: 
cussions on a new contract have stopped. 
J. E. Hanger, which supplies more than 
50% of all lower limbs, has been plunged 
into an industrial dispute which, while 
unrelated to the issue of contracts, has 
given the service more publicity than the 
government welcomes just now. k 
The department is determined to get 
competitive tendering for as many appli- 
ances as possible, and to get separate 
contracts for the supply of limbs and of 
prosthetists’ services. It is testing the 
products of foreign manufacturers. It will 
now have to judge whether there is a 
serious danger that the traditional limb 
manufacturers will decide to. abandon the 
business; or whether, as is more prob: 
ble, they need the department’s trade just 
as much as it needs them. wens 


Crown immunity 
Come off it, king 


Judges like to say everybody is equal 
before the law. But most government 
departments, the armed forces and the 
National Health Service remain immune 
from prosecution for many possible: of- 
fences, because of an obscure concept 
called crown immunity—stemming from 









the mediaeval maxim that the king cannot 


impact on the citizen was much reduced 
by the 1947 Crown Proceedings Act, it 
‘still means, for example, that soldiers are 
unable to go to court for injuries in 
training; prison officers and policemen 
cannot sue for wrongful dismissal; civil 
servants can, but are not covered by other 
provisions on employment protection; 
and government agencies can ignore 
planning law. i 
-Nor are these powers purely theoreti- 
cal, Thë defence ministry has invoked 
crown immunity to overturn planning 
decisions. In Northern Ireland, the gov- 
ernment tried to invoke it to prevent 50 
women officers who had been dismissed 
from the Royal Ulster Constabulary suing 
for sex discrimination. On that occasion, 
the European court intervened. But in 
any other cases, European law cannot 
override crown immunity in British 
courts. 
There are now signs of a slow relax- 
ation of the rule. The social-services sec- 
retary, Mr Norman Fowler, has grudging- 
accepted a Lords amendment to the 
ational Health Service (NHS) bill now 
going through Parliament. It abolishes 
ywn immunity for NHS hospitals for the 
irposes of food and health and safety 
gislation; henceforth they will risk pros- 
ecution unless, for instance, they bring 
_ their kitchens and other premises up to 
_ the standard already required of their 
private competitors. That ought to pre- 
vent a repetition of incidents such as the 
salmonella food poisoning at the Stanley 
oyd hospital, in Yorkshire, in 1984, 
hich rightly shocked public opinion. 
The defence secretary, Mr George Youn- 
T, is considering legislating in the next 
ion to give back to soldiers injured in 
training the rights of redress, both against 
other and against their employers, 
h were removed in 1947, 
Rather than respond in this piecemeal 
way to particular pressures, the govern- 
nt should consider seriously the whole- 
ale abolition of crown immunity. Its 
resent approach is to ask critics to justify 
abolition case-by-case, and then to legis- 
ate, if at all, as narrowly as possible (as it 
$ proposing to do for hospital kitchens 
alone, until the Lords widened the scope 
f the bill). It would be better to require 
> government to justify any instances 
ere crown immunity might remain. 
The government's opposition to change 
turns, as ever, on money: hospitals, pris- 
is, the forces and so on would have to 
pend to meet the same standards as 
thers have to, it claims. They would 
indeed—which hardly squares with the 
_ claim that there is no need for the law to 
_ be applied to them because it is already, 























































eval t Prisons 
be sued in his own courts. Though its- 








Amateur justice 


The judgment of a criminal does not end 
when he is sent to gaol. His behaviour 
inside can affect everything from his 
pocket money to the date of his release. 
Last year, the government-appointed Pri- 
or committee recommended that punish- 
ment of prisoners for serious offences 
should be taken out of the hands of prison 
authorities. But reforms recently an- 
nounced in a Home Office white paper go 
only a small way towards achieving this 
aim. 

At present, minor offences—like 
swearing at a prison officer—are pun- 
ished by the governor. More serious of- 
fences, such as assault, must be handled 
by the board of visitors—a body of lay 
people appointed by the Home Office to 
act rather like non-executive directors of 
a prison. The visitors, usually local wor- 
thies and sometimes lay magistrates, are 
required to make regular tours of the 
prisons, to report on abuses, check the 
food, hear complaints and report annual- 
ly on prison administration. 

The governor’s powers to deal with 
minor offences, including the withdrawal 
of up to 28 days’ remission, are generally 
accepted as necessary to keep day-to-day 

















accused has no automatic right to legal 
representation, and no right of appeal, 

The Prior committee spent 18 months 
examining this system. It concluded that 
serious offences should be handed over to 
a new tribunal, independent of the prison 
service, which would sit in panels, each 
with a legally qualified chairman and two 
lay members. This would separate the 
judicial process from the executive func- 
tions overseen by prison visitors. 

The Home Office has decided instead 
to split the: boards of visitors into two, 
with half responsible for prison adminis- 
tration and half for discipline. It has 
rejected the committee’s call for an ap- - 
peal system. The reason, it says, is that ?™ 
part-time legal staff and £500,000 canm 
be spared for a tribunal which would not 
be judging serious criminal offences. 
(these are sent outside the prison system _ 
to the courts). Others, including some 
members of the Prior committee itself, 
suspect that the Home Office does not > 
want any outside challenge to the author- 
ity of the prison service: it also resisted 
the setting up of the independent prisons 
inspectorate in 1980. 





To the manor bought 


The next Lord of Snodhill in Hereford- 
Shire will be the highest bidder at a 
public auction to be held in London on 
November 11th. A total of 100 lordships 
of English manors are being put up for 
sale, and bidders from around the world 
are expected to pay around £10,000 each 
for a swanky title, a coat of arms, the 
mineral excavation rights to a few acres 
of countryside and sometimes the right 
to hold a market there. The ruins of a 
thirteenth-century castle and the ground 
it stands on will also be part of the 
Snodhill heritage (lot 49), but most of 
the new lords will own neither the manor 
nor the land that they lord over. 

Over 13,000 lordships of the manor 
recorded in the Domesday book 900 
years ago are still in existence: they 
cannot be destroyed except by statute. 








But after the abolition in 1922 of copy- 
hold—a lord’s right to levy a ground rent 

in lieu of feudal service—the titles 
seemed worthless, and many became 
separated from estates which changes 
hands. Since 1981, however, a firm of 4 
auctioneers, Strutt & Parker, has uncov- |. 
ered a lucrative. market in lordships of 
the manor, as impoverished nobles sell 
up their heritage to status-hungry: locals 
and to rich Americans buying a presti- 
gious stake in their roots. In five years ` 
over £3m has changed hands, prices have 
quadrupled and Strutt & Parker’s busi- 
ness partners, Manorial Research Ltd, 
have stepped up their search for the 75% 
of lords who have become. separated 
from their manors. 

The new aristocracy retains a sepse of 
noblesse oblige. One Californian who 
regularly visits his Essex manor has given 
more than £25,000 to the local church. 
The English are apparently less public- 
spirited. They still make-up over 85% of 
buyers, déspite Strutt & Parker's efforts 
to lure the American buyer: they have an 
agent in Miami and the prize title adver- 
tised in the coming auction is the Lord- 
ship of Hingham, Norfolk, whose erst- 
while holders lorded over Abe Lincoin’s 
family. o oo E 
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Saudi Arabia sacked Sheikh 
Yamani, its oil minister for the past 
24 years. His successor, Hisham 

azer; lacks his predecessor's 

experience and prestige, so the 
-change is likely further to weaken 
OPEC. Falling oil prices have eaten 
into the wealth of oPEc’s members. 
| In the second quarter of 1986, their 

„net assets held with international 
banks fell by $8 billion, compared 
with a rise of $4 billion in the last 

ui arier of 1985. 





The London Stock Exchange 
writhed in embarrassment when its 
computerised price and dealing 
system, SEAQ, had to close down 

| -several times following Monday's 
Big Bang. 


South Korea, the developing world’s 
third largest debtor country, has 


started reducing its foreign debt. 
Officials expect it to fall by $1.8 
billion this year to $45 billion. State- 
owned Pohang Steel, the country’s 


biggest firm by assets, plans to go 


public. 


- First Interstate raised its bid for 
troubled Bank of America from $2.8 
billion to $3.4 billion. 


-Shares in Japan’s state-owned 


Nippon Telegraph and Telephone 
company are to be sold to the public 
at $7,500 each. 


Under a ten-year accord, the Italian 
conglomerate Olivetti is to be the 
sole producer of personal computers 
for AT&T. 


Managers of Beverly Enterprises, 
America’s largest operator of nursing 
homes, are planning a leveraged 
buyout. The deal could amount to 
$1.7 billion. 


Japanese taxpayers could soon be 
better off. The “revenue neutral” 
proposals from the government’s tax 
advisory council promises to cut 
income tax amid Japan's biggest tax 
shake-up for 35 years. 


A review of the way Canadian 
banks are regulated is being urged 
by a judicial commission, following 
the collapse of two small Alberta 
banks last year. The bank failures 


were Canada’s first since 1923. 


Chicago-based retailer Sears, 
Roebuck is closing the domestic 
operations of its World Trade Unit, 
once intended to rival Japan's global — 
trading giants. 


India’s Finance Ministry has 
approved stockmarket issues worth: 


| $2.3 billion in the past seven months 


almost twice last year's figure. 
Bombay brokers resumed trading 
after a five-day protest at tax raids. 


Ecuador's state-owned oil group, 

CEPE, is getting a $220m loan from 
Banque Paribas to help it cope with : 
the fall in oil prices. ae E 


A probe is ünder way o see it Jan 
Lombard; deputy governor of South 
Atrica’s Reserve Bank, was sf 
involved in alleged “irregularities” in 
the country’s foreign-exchange 
controls. 


The credit rating agency Standard & 
Poor's has put the debt ratings of the. 
Paribas group on watch, in part 
because of plans to privatise it. 


Japan’s second-largest bank, 
Sumitomo, plans to offer mortgages. 
to British homebuyers. 

Economic and financial indicators 
are on pages 99-100. 


Corporate scorecard 
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% change % change 


oncomp Sales oncomp 
period” $m* period** Comment 


+27 57,410 -16 


Company ; 


The world's biggest oil company said the 50% fall in the price of 
pasia severely saten into. earnings from exploration. and 
pr jon. 


A good showing by the homeware and ‘clothi divisions boosted : 
the profits of Britain’ ’s biggest retailer. be : 


+34 The Wall Street brokerage conglomerate achieved high Teve- 
nues from commissions, principal transactions and increased 
municipal bond trading. 


The French kitchen equipment maker's results reflected d prow 
sions for restructuring. 


The yen’s surge and America's market-rigging deal-on micro- 
chips cut the Japanese electronics firm's earnings. ; 


The Swedish group said half its rise in sales of ball and roller: 7 
bearings came from two acquisitions of the past two years. : 
The American steel giant has drawn: down $2.8 billion from its. 


credit fines—to finance a defence against a bid threatened: by. 
Carl Icahn. ; 


+13 2,820 +12 


+68 6,840 


28 = (+ 1,070) 190 
6,150 +7 
-5 2,160 


N Sep 30 (418) tt 12,170 





~ THESWISS 
INVESTMENT BANK 


~ WITHAGLOBAL 
_ TRADING PRESENCE 


Swiss Bank Corporationispleasedto || _ 
| announce the opening of its Tokyo || — 
_| Securities Subsidiary on 30th October 1986.) | _ 


SBCI Securities (Asia) Limited 


Yurakucho Denki Building S — 11th Floor 
7-1, Yurakucho 1-chome 
Chiyoda-ku, Tokyo 100 
(03) 214 7731 


Our Tokyo Subsidiary will offer a full range of capital market products | | 
-and complement our existing investment banking operations in the | | 
_ Swiss and German capital markets together with those of: | 


Swiss Bank Corporation International Limited, London _ 


-| Swiss Bank Corporation International Securities Inc., New York 


wiss Bank Corporation International 
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Publishers shake the dust off 


OA ‘wave of takeovers and mergers is 


“sweeping across American publishing. 


Some of the giants are simply seeking to 
strengthen themselves in growing mar- 
‘kets like textbook publishing. Others say 
there is a new need to tap economies of 
Cale ‘and to grow overseas; they predict 
_hat within a few years publishing will go 
- the way of films and records and become 

a global industry. By then, they think, 
= only a handful of mass-market pub- 

~ lishers will be left. 

October's list of ‘mergers looked 
staggering. CBS sold its publishing 
division to Harcourt Brace Jovano- 
vich for: $500m. West Germany’s 
Bertelsmann paid about the same 
to add Doubleday to its American 
media ‘empire. Britain’s Penguin 
bought New American Library 
(NAL) to extend its American range 
into mass-market paperbacks and 
into. hardbacks through E. P. Dut- 
ton, NAL’s affiliate. SFN sold a text- 
book-publishing operation to Time 
Inc, and another publisher to Inter- 
national Thomson. 

The faint common thread run- 
ning through these deals is size. For 
both Harcourt Brace and Time, the 
new purchases offer a chancé to 
grab bigger slices of the textbook- 
publishing market. Elementary- 
school and high-school textbooks 
account for about 15% of the $11 
billion of books sold each year in 
the United States; college text- 
books sell as much again. With 
baby-boomers’ babies now growing 
into their school kit, Simon & Schuster’s 
market researchers:estimate that sales of 
-.-school textbooks will grow by at least 
. 12% a year to the end of 1988, and sales 
-of college books by 7%. 

- Nimble firms are growing more quick- 
ly. In 1985, Harcourt Brace sold $165m of 
“school textbooks, 30% more than a year 
re. Acquisition of CBS's. textbook- 
ling operations promises to make 
Brace as large as, if not larger 
s competitors in the field. 
xf the Nia of size are 





Who's this Emile Zola? 


NEW YORK 


obvious. Broad product lines provide 
economies of scale in marketing and 
distribution. The greater a firm’s market- 
ing clout, the greater the fees it can offer 
would-be authors. 

Simon & Schuster, a subsidiary of Gulf 
+ Western, was among the first to preach 
the gospel of big is beautiful. In 1984 and 
1985, it spent about $1 billion buying up 
other publishers—including Ginn, Pren- 





tice-Hall and Esquire. In the process, 
Gulf + Western more or less trebled its 
publishing sales, and became the leader in 
several market segments, including travel 
guides and college textbooks. 

Simon & Schuster’s rivals bought their 
way to the top of other market segments 
more quietly. Apart from Harcourt Brac- 
e’s renewed push into textbooks—which 
reverses years’ of diversification into 
theme parks and insurance—Macmillan 
bought a strong presence in books ‘on 
micrg-computers through deals with 






















































three small publishing houses. More in- 
triguing, however, is the recent spate of 
international mergers in general fiction. 
The American general fiction market ai 
counts for about 20% of America’s tot: 
book sales. 





Fiction about fiction 
Traditionalists used to believe that intel 
national publishing mergers would 
blocked by barriers of language and ¢ 
ture. West Germans and Americans 
was said, do not read the same thing 
There is increasing evidence that they d 
“Iacocca”, the autobiography of Mr Le 
Iacocca of Chrysler, was on both We 
German and American bestseller list 
published in both places by subsidiaries ı 
Bertelsmann. “It”, Mr. Stephen 
King’s spooky story, and Mr Je 
frey Archer's “A Matter of Ho 
our” are also bestsellers on both 
sides of the Atlantic. 

Just as most of the living room 
of the world seem to lie with 
shouting distance of Dallas's Sout 
Fork ranch, so readers everywh 
now seem to hang on the word 
bestselling authors like Miss D 
ielle Steel, Miss Jackie Collins 
Mr Sidney Sheldon. Publishers’ j 
at the increasing size of the marke 
for a bestseller can be spoiled by 
the increasing prices which th 
have to pay the authors who crea 
them. Mr Mort Janklow, who is th 
agent for both Mr Sheldon a 
Miss Steele, says that foreign righ 
to their works—once worth a tri- 
fle—are becoming a crucial part of 


trading foreign rights—once aye 
in the pandemonium of the Fran 
furt book fair—is diminishing 
importance. 

To pay millions for a book, pu 
lishers need to be confident of | 
sales. The best way to gain such con 
dence is to control the marketing c 
nels through which it will be distribute 
Instead of auctioning off paperback 
foreign rights to a novel, more and mo: 
publishers are building the capacity to 
the job in-house. 

American publishers of fiction 
forming new alliances among themsel 
The urge to mérge-is even greater among 
Europeans. Buying into America gives 
them access to half the world’s’ bi 
market, and the source of much world- 
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class trash reading. Mr Robert Maxwell, a 
British publisher, is among those thinking 
of buying an American publishing house 
(see page 76). The tale of wheeling and 
dealing in international publishing could 
run to several volumes. 


Eurotunnel 
ee e o o > 


First dig into your 
pockets 


If travellers prove half as reluctant to use 
it as institutional investors have been to 
invest in it, the Channel Tunnel is in deep 
trouble. Only by the narrowest of margins 
did Eurotunnel, the Anglo-French con- 





sortium formed to build the 23-mile rail 
link between Britain and France, succeed 
in placing an initial offer of £206m 
($293m) of shares by the (extended) 
deadline of October 29th. 

The bulk of the £70m earmarked for 
French investors had been spoken for 
several weeks in advance—as had the 
£20m or so allocated to Japanese institu- 
tions. It was British investors who choked 
on their allotment of £70m and, to a lesser 
extent, Americans who choked on theirs 
of £20m. The balance (about £25m) was 
spread among investors in West Germany 
and Belgium. Fearful that the placing 
might fail for want of British support, the 
Bank of England resorted to arm-twisting 
to find backers for the £10m-or-so that 
the offer lacked by its hoped-for closing 
date of October 21st. 

Until the placing was completed; the 
next (main) public offer of tunnel shares 
worth £748m could not proceed. And 
until that happens, Eurotunnel cannot 
start to draw down the £3.7 billion in 
loans (plus a standby facility of £1 billion) 
it has arranged to build the link. Eurotun- 
nel’s supporters are still smarting from 
British parliamentary ructions in the sum- 
mer. The last thing that the tunnel’s 
credibility could afford was more delays. 

The organisers were cheered, there- 
fore, when Sir Nigel Broackes, the chair- 
man of Trafalgar House, the big construc- 
tion-to-shipping group which had backed 
an unsuccessful alternative proposal for a 
road link, announced on October 27th 
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that he was joining the Eurotunnel board. 
Without his support, more institutional 
backers might have stayed away. 

Why the indigestion over a share issue 
which, by international standards, was 
trifling in size? Partly, it seems, because 
institutional investors are unused to 
stumping up even small amounts of equity 
for a project whose repayment period 
stretches 50 years ahead; partly because 
the rewards, when measured against the 
possible risk, are not great. Because of 
Eurotunnel’s peculiar revenue structure, 
investors will not be paid dividends until 
1994—one year after the tunnel opens. 
Thereafter, institutions can expect to re- 
ceive an average pre-tax return on their 
investment of 16.7%—not over-generous 
for something that at this stage looks like 
venture capital. 


Hongkong Chinese 
Infirm family firms 


HONGKONG 


It is nearly 50 years since Pearl Buck’s 
novel “The Good Earth” was made into 
an Oscar-winning film, jerking tears with 
its tale of a Chinese slave who builds a 
family fortune only to see it squandered 
by the mismanagement of his sons. It 
would be tactless to revive the film in 
Hongkong. Several of the colony’s richest 
Chinese businessmen have recently come 
to grief because they share a common 
inability to translate the last generation’s 
success in what was originally a small 
patriarchal firm into a modern, well- 
managed corporation. 

This year the shipping empires of the 


Out, I said, | don’t need help 


Tung and Chao families, as well as the 
Kwok and Fung property-and-finance 
groups, have stumbled into the arms of 
corporate restructurers, because of mis- 
management during economic downturns 
by the families’ second generation. Some 
famous Chinese business patriarchs have 
weathered the storms—witness the con- 
tinuing success of Sir Y. K. Pao, Mr 
Henry Fok, and their families. But note 
that none of these patriarchs has yet 
retired. Sir Y. K. Pao has four daughters 
and no sons. 

The saddest example of ù son’s short- 
comings is in the Chiu family. Mr Deacon 
Chiu, a local television magnate, took 
over Asia Television in 1983 and moved it 
out of loss into profit within three years. 
This year, it is expected to show profits of 
at least HK$20m ($2.6m). Shortly after 
acquiring Asia Television, Mr Chiu in- 
stalled his then 23-year-old son Dennis as 
managing director. Not long after, Den- 
nis was convicted of manslaughter for 
killing a policeman and sentenced to four 
years in prison. The colony is waiting to 
see if Dennis, recently released on good 
behaviour, gets his old desk back. 

Chinese businessmen believe that they 
live on after death through their compa- 
nies and their good works, rather than 
through an after-life in some heavenly 
head office. Companies are bequeathed 
to sons, regardless of their promise as 
businessmen. Even when one son is a 
business wizard, it is unlikely that all of 
them are. 

Consider the Fung family. The net debt 
of the family and its group of companies 
stands at about HK$500m. The group’s 
unprofitable companies—including the 
Nautilus Club and Lido complex, planned 
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The ig industrial countries have had 
ing exchange rates since 1973. Most 
ountries have preferred to 
eir exchange rates to one, or a 
ation, of the leading currencies. 
iid be fine if they had enjoyed 
tion rates as low as in America and 
Europe. But they have not. Their cur- 
“fencies became grossly overvalued as a 
- yesult—and that created other economic 
problems. 

Overvalued exchange rates discourage 
the growth of export industries and im- 
port-substituting industries. Farming be- 
comes less profitable, and imports of 
cheap food flood in. Nigeria’s real ex- 
change rate against the dollar (ie, adjust- 

ed for inflation differentials with Ameri- 

“¢a) rose by about 150% during the ten 
years to 1983; its agricultural output fell, 
on average, by 2% a year, and its 
agricultural exports by 8% a year. 

A recent study suggests that for every 
10% by which an exchange rate is over- 
valued, total export growth is, on aver- 
age, reduced by 1.8 percentage points a 

year and GDP growth by 0.8 percentage 
«o points. This helps explain why Asia’s 
"exports have grown twice as fast as Latin 

America’s during the past decade. The 

Asian NICs have maintained competitive 

exchange rates, while many Latin Amer- 

ican countries’ exchange rates became 
massively overvalued in the late 1970s. 

< Overvalued exchange rates are a main 
reason why many African countries are 
poorer than they were 20 years ago. The 

Ghanaian economy crashed because its 

cedi appreciated by more than 1,000% in 

real terms during the 1970s and early 
1980s. During this period, many devel- 
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oping countries were able to resist deval- 
-uation because foreign banks were hap- 
py to finance. their current-account 
deficits: When the flow of credit dried 
up, governments continued to postpone 
devaluation by introducing multiple ex- 
change rates for different transactions 
«(such as trade or debt service) and by 
bringing in more import controls. Both 
eed inefficiency and corruption. - 
Ee ealuation of a country’s exchange 
as long been one of the most 
tious issues between the IMF and 















Bidding to compete 
Economists ini rich countries have long advised governments of poor 


A opt more realistic exchange rates—usually meaning lower 
ones. More deve loping countries are at last doing so 





debtor countries. Governments in devel- 
oping countries say they fear the wrath 
of the urban masses when food prices 
rise; they also fear revolts by their army 
officers who like importing cheap foreign 
arms. Farmers gain from devaluations, 
but they don’t play much part in coups 
d'etat. However, in the past couple of 
years, more third-world countries have 
started to expose their currencies to 
market forces. 

In 1976, only 14% of developing coun- 
tries were classified by the IMF as having 
flexible exchange rates: today that pro- 
portion is 33%. Even more significant is 
the increasing number with “indepen- 
dently floating” exchange rates as op- 
posed to so-called “managed floating”. 
As recently as 1983, only an odd bunch 
of three developing countries (as defined 
by the IMF) could boast market-deter- 
mined exchange rates—South Africa, 
Lebanon and Uruguay. During the past 
three years another 11 countries have 
joined their ranks: Bolivia, Dominican 
Republic, Gambia, Guinea, Jamaica, 
Philippines, Sierra Leone, Zaire and 
Zambia, plus the two most recent con- 
verts, Nigeria and Ghana, which have 
yet to be reclassified by the IMF. 

In addition, those currencies which are 
still pegged are showing more respect for 
the laws of gravity. For example, the 
Tanzanian shilling (pegged to a basket of 
currencies) has been devalued by 73% 
since 1983. By generally happy accident, 
currencies which are pegged to the 
American dollar (22% of all developing 
countries’ currencies compared with 
43% ten years ago) have gained in com- 
petitiveness as the dollar has plunged. 

About half of the developing countries 
with independently floating exchange 
rates have weekly auctions of foreign 
currency where the rate is determined by 
demand and supply. Central banks in 
Zambia, Nigeria, Ghana, Guinea, Ja- 
maica and Bolivia are now picking up the 
gavel. This has produced some enor- 
mous devaluations. 

The auction system has two big advan- 
tages over a straightforward devalua- 
tion. First, when an exchange rate is 
massively overvalued, it is difficult to 
know what the “correct” rate should be. 
The auction can supply the answer. Sec- 
ond, the auction allows the government 
to wash its hands of the responsibility of 
announcing a devaluation—sometimes 
an important political consideration. But 
there are several lessons to be learnt 
from the most recent auctions: 

@ Governments should resist the temp- 
tation to interfere. The Zambian central 
bank has been putting more: foreign 
currency into the auction than is strictly 





available, in order to support the kwa- 
cha. This cannot be sustained. 

@ All transactions should take place 
the rate fixed in the auction. Nigeria and 
Ghana have dual rates, where a prefe 
ential rate applies to debt-service pay- 
ments and “government transactions”: 
This leaves the system open to much of 
the old abuse and corruption. Nigeria, 
unlike Zambia, has retained a system 
import licensing, which makes its cartup- 
tion worse. 

@ Critics said Zambia’s system ‘meant 
that too much of its scarce foreign e: 
change would go on luxury consum 


African currencies 
% tall against $ since October 1983 : 
100 % 80 60 40 20 y 










































Tanzania F932 


durables instead of intermediate -and 

capital goods for industry; the rich would 
be able to afford to bid more for. air- 
conditioning units than industry could 
for its nuts and bolts. In practice, con- 

sumer durables are absorbing a smaller 

share of Zambia’s foreign exchange than. 
before the auction. In any case, imports 
of luxuries can better be limited by taxes 

than by import licences. $ 
@ Devaluation needs to go hand-in-hand 

with trade liberalisation, decontrol of: 
interest rates, and sound monetary and 
fiscal policies. Such reforms have con- 
tributed to the economic successes of- 
several super-achievers, like ‘Taiwan, 
over the past quarter of a century. me 
@ Devaluation is no quick fix. It takes — 
time before a lower exchange rate stimu- 
lates exports, especially in countries that 
depend on agriculture and minerals. 
Copper accounts for 80% of Zambia's: 
exports, oil for 97% of Nigeria's; they. 
are not going to diversify overnight. A 
country’s ability to boost its exports may 
be limited by international commodity _ 
agreements. But, as agricultural produc- 
tion becomes more profitable, imports of 
food can shrink quite fast. 
@ Although auctions seem to. have been 
the best recent way for some countries to 
achieve lower exchange rates, other ar- 
rangements for floating may later work 
better. The actual mechanics matter lit- 
tle so long as countries adjust th 
exchange rates in line with inflation and 
other economic fundamentals. 
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pulse Bay—are up for sale. At an age 
when some are retiring from the golf 
course, 75-year-old Sir Kenneth Fung 
_ Ping Fan has vowed to stay on to restore 
the family fortunes. Sir Kenneth has 
mitted that mismanagement was the 
oup’s problem, and that outsiders are 
needed to keep the Fung Ping Fan com- 
pany going. He has four sons: the well- 
espected Kenneth junior will probably 
emain a key figure in the company; his 
rother Cyril is being edged out; Robert’s 
position is not clear; while Lawrence 
sticks mostly to local politics. Sir Kenneth 
ouchingly defends his sons by saying that 
of them went to Harvard at one time 
ot another, so they must have learnt 
something”. . 
Loyalty remains strong within these 
ies. Facing the sinking prospects of 
tipping empire, Mr T: Y. Chao came 
of semi-retirement last month to 
te. creditors for not supporting the 
tructuring organised by his sons and 
ir bankers. 
Mr Philip Kwok, a lover of wildlife and 
nember of the Hongkong urban council, 
endured a gruelling session with share- 
ers in August after the rescue of the 
ng On Bank, part of the Kwok family’s 
ing On group: Shareholders were an- 
red by the way the family closed ranks 
fter the disclosure of private loans from 
e company, including some to Philip 
nd to Albert, his younger brother, who 
ied recently of cancer. “Albert did some 
infortunate things when he was sick”, 
ilip admitted. He added that, in his 
wn case, the pressure of political and 
ommunity activities had proved too 
tuch for him. At the end of the meeting, 
*hilip resigned as chairman of the Wing 
On group. The new chairman? Mr Karl 
wok, Philip’s cousin. 





ROME 


1e one certainty in the auction for Alfa 
‘Romeo, Italy’s state-owned and loss- 
aking carmaker, is that sooner or later 
a will be sold. But which bidder will 
ucceed—Ford of America or Fiat, Italy’s 
iggest carmaker—remains in doubt. On 
ober 25th, Fiat followed Ford in mak- 
g its pitch to IRI, the state holding 

ompany which owns Alfa. 
Fiat offered to invest 5 trillion lire ($3.6 
illion) in a new company which would 
include Lancia, Fiat’s sporty subsidiary. 
It also. said it would bear all of Alfa’s 
ses until 1990-—-when Alfa is supposed 
eak even—thou iat plans initially 
ake. (On Fiat’s 


“reckoning, Alfa 










1990 will amount to 1.5 trillion lire.) In 
addition, Fiat says it is prepared to pay 
1.5 trillion lire for Alfa’s manufacturing 
assets—but on one condition: that IRI first 









It's nice to be wanted 


pays off Alfa’s debts of around 2 trillion 
lire. 

Fiat’s offer is as daring as its forecasts 
for future car sales are optimistic. By 
1990, it hopes the new company will be 
producing about 585,000 Alfas and Lan- 
cias a year, giving it nearly 24% of the 
predicted market in Europe for mid- 
range executive cars. Fiat estimates that 
the new company will then be turning out 
as many cars as Mercedes-Benz and three 
times as many as Audi, This year will 
probably see 169,000 new Alfas and 
226,000 Lancias. 

A comparison of Fiat’s proposal with 
Ford’s is difficult because Ford has tried 
to keep its offer secret. A big difference 
between the two, however, is that Ford 
would take an initial stake of only 19.5%, 
paying around 1 trillion lire. Until 1990, 
when it would buy up the remainder, 
Ford would allow IRI to continue to run 
Alfa day to day. Unlike Fiat, Ford would 















The death of Kenji Osano, a Japanese 
business tycoon who died at the age of 69 
in a Tokyo hospital on October 27th, has 
cast a rare shaft of light across Japan’s 
seisho, the shadowy business tycoons 
closely involved with politics. His total 
estate is believed to be worth as much as 
Y3 trillion ($19 billion). Mr Sam Walton, 
reputed to be America’s richest man, is 
worth a mere $4.5 billion. 

Mr Osano was a controversial figure in 
the Lockheed bribery scandal and a close 
confidant of Mr Kakuei Tanaka, a for- 
mer prime minister. He has left one of 
those huge Japanese personal. business 
empires that are barely known outside 
Japan and scarcely better known inside 
it. He also leaves a private share portfo- 
lio estimated to be worth Y45 billion 
($280m). It includes the biggest individ- 
ual shareholdings in Japan Air Lines 
(2.2%) and All Nippon Airways (1.4%). 

At the time of his death, Mr Osano 
was appealing to the Supreme Court 
against his conviction by a Tokyo district 
court in 1981 of perjury when he denied 











mbined losses until 


Richer than Croesus? 










IRI has until November 30th to assess 
Fiat’s offer, but only until November 7th 
to say yea or nay to Ford. Despite ener- 
getic lobbying by Mr Donald Petersen, 
Ford’s chairman, the American company 
has few allies in the Italian government. 
Its strongest supporters appear to be the 
communist-led trade unions. They are 
implacably opposed to Fiat because of its 
union bashing in the past—even though 
Fiat has said its offer would involve fewer 
lay-offs of Alfa workers than Ford’s. 
Ford’s best bet may be to extend the 
deadline for its offer to coincide with 
Fiat’s. That would at least give it the 
chance of a longer hearing before CIPI, 
the interministerial committee whose job 
it is to recommend a buyer to Mr Craxi’s 
coalition government. 

















































Japanese coal 


Bursting at the 
seams 





a TOKYO 
By resolving their dispute over the price 
of coal, Japan’s colliers and steelmakers 
have removed the last obstacle to a gov- 
ernment-sponsored run-down of the 
country’s ludicrously subsidised coal in- _ 
dustry. Agreement came only days after 
Mitsubishi Coal Mining said it would shut — 
within the month its Takashima mine— 










TOKYO 





before parliamentary hearings that. he 
had acted as an agent for Lockheed. He 
had been a powerful figure in the Liberal 
Democratic party, and had financially 
supported Mr ‘Tanaka in the party's 
election in 1972 that gave Mr Tanaka the 
premiership. Mr Osano~ faded ‘from 
prominence after the Lockheed scandal, 
but senior party members, including Mr 
Shin Kanemaru, the deputy prime minis- 
ter, were among those who calléd on his 
widow to offer condolences. 

Mr Osano was a self-made tycoon, 
whose empire was based on Kokusai 
Kogyo, a privately-owned tourism. and 
transport group that owns 24% of Tokyo’s 
famous Imperial Hotel. The companyalso 
owns hotels in America, butis best known 
in Japan for its bus companies. 

Mr Osano’s assets will be inherited by 
his widow, Hideko, a former actress. 
Both he and his younger brother, Masa- 
kuni, who. is n of Kokusai 










































































mines. in the country. Fearing the an- 
nouncement might trigger a disorderly 
rush of closures instead of the planned 
measured demise, the government has 
knocked heads- together hard. 

The collieries have. fought a 25-year- 
long losing battle in trying to mine at a 
profit the thin, deep seams of Kyushu in 
the south and Hokkaido in the north. 





Sorachi $28 ———— 
Mitsui Ashibetsu 984 
Sumito Akabira 1,002 
Mitsui Sunagawa $36 
Hokutan Horonai 1,238 —z 
Mitsubishi Dyubasi 827 
Hokutan Mayachi 702 


, the country’s steelmakers, decid- 

ed to ignore the government’s long-stand- 

ing “administrative guidelines” to buy 
domestic coal at far above world prices. 

Instead, they started to pay only the 

equivalent of the price of imported coal. 
Last year, the stee! companies bought 
.3.15m tons of the 4m tons of coking coal 
mined in Japan, at the government-set 
price of ¥24,200 a ton. (Imported coal 
sells for Y8,400 a ton.) The steel compa- 
nies, facing a collective Y200 billion pre- 
tax loss in the first half of this financial 
year, reckoned they could save Y45 bil- 
lion in the year by refusing to pay the 
“guided” price. 

Despite direct and indirect subsidies, 
the Japanese coal industry has declined 
‘massively in the past quarter of a century. 
In 1960, 600 Japanese coal mines em- 
ployed: 231,000 miners and produced 
§2.6m tons a year; today, 11 main mines 
employ less than one-tenth that number 

and mine 18.4m tons a year. The eighth 

coal policy, covering 1987-91, seeks to cut 
> those 11 mines to three, and total output 

-to half today’s level. 

_ The row over prices has delayed publi- 

cation of the new policy, which was due in 

August. Under the new deal on prices, 

the steel companies have agreed to go 

with a token cut of Y1,000 a ton in 






This is no victory for the coal mines. ‘The 
steel companies will have to buy only 


the ‘oldest and one of the biggest coal | 





1.7m tons at that price, and the amount of 
domestic coal they will be made to buy at 
fixed prices will be reduced to nil over the 
duration of the eighth coal plan. Power 
utilities, the other big coal consumers, are 
saying they want to cut back the amount 
of coal they are made to use from 1989. 

It will cost an average of Y10 billion a 
mine to pension off the remaining pits. 
Closures will be fraught with social prob- 
lems as well as expensive. The mines are 
in remote areas, with few other jobs for 
redundant miners. The Ministry of Inter- 
national Trade and Industry plans to close 
two mines a year. It can then turn to 
pensioning off another of its troubled 
charges—the steel industry. 


Saint-Gobain 


Privatising panes 





PARIS 


France’s privatisation gets under way on 
November 24th, when shares in Saint- 
Gobain,.a state-owned glass-and-special- 
materials group, go on sale to the public. 
If Mr Jean-Louis Beffa, Saint-Gobain’s 
boss, feels first-night nerves, he keeps 
them to himself. His view of the compa- 
ny’s future is as bright as the brass frame 
on the map of the world behind his desk. 

When France's new conservative gov- 
ernment debated during the summer 
what to privatise first, Saint-Gobain was 
an obvious choice. Solid and well man- 
aged, it looked the likeliest company to 
appeal to a French stockmarket that has 
lost much of its speculative zest in the past 
six months. 

The 1980-82 recession years were diffi- 
cult for Saint-Gobain. The company was 
nationalised in February 1982, amid a 
deep slump in the car and building indus- 
tries, its two biggest customers. Then it 
had to disentangle itself from the comput- 
er business. After an expensive ‘“‘restruc- 
turing”, which involved heavy new in- 
vestment and redundancy costs, 
Saint-Gobain looks much more robust. 
The group expects to make a profit of 
about FFr1.25 billion ($180m) this year 
on consolidated turnover of FFr76 
billion. 

Saint-Gobain’s world sales are fairly 
evenly spread through six of its eight 
industrial divisions. These make a pud- 
dingy list: insulating materials (16% of 
sales in 1985), flat glass (14%), pipeline 
equipment (14%), paper and wood prod- 
ucts (11.5%), packaging (11%), cement 
fibres (10%), reinforcement fibres (3%) 
and heat-resistant materials (2%). Civil 
engineering accounts for the rest. 

That Saint-Gobain is a bit dull does not 
bother Mr Beffa. He says he would far 
rather be a world leader in products with 








ment does not want French investors 









Sheikh out 




















Following OPEC's marathon: and inci 
clusive meeting in Geneva ‘rece 
sacking of Saudi Arabia’ 



















Anhoush Saudi oil. policy wa greg 
cally decided by a council’ chaired | 
King Fahd, Sheikh Yamani had a fre 
hand. But he was not just the main. 
architect of Saudi policy but also of 
OPEC’S. 

Why was he fired? Last December fie 
pressed OPEC into chasing market’ shay 
rather than revenues. The gamble faile 
OPEC had lost 25-30%. of the w 
market since 1974; in the first six sion 
of this year, it regained only 5%. S 
oil revenues tumbled from $12.7 bill 
in the first six months of 1985 to $9 
billion. The royal family in Saudi Arabia 
was already unhappy with Sheikh Yam 
ni’s earlier tactics—sacrificing Saudi oil 
production for the role of “swing: pr 
ducer”, which hit revenues. He was also 
blamed for the shambles in Geneva. 

Sheikh Yamani's caretaker replace-_ 
ment is Sheikh Hisham Nazer. The king- 
dom’s deputy oil minister from 1962 to 
1968, Sheikh Nazer has been critical of 
his predecessor's approach. It is hard to 
see what the newcomer has to’ offer 
either OPEC or Saudi “Arabia, still the 
world’s largest oil exporter. He has nei- 
ther the charisma nor the experience of 
Sheikh Yamani, which have been crucial 
in holding OPEC together. Oil traders 
expect oil prices to fall between now. an 
the next OPEC meeting in December 
and probably well beyond that. 













































































which Saint-Gobain has shown it. ca 
excel than wander into more glamorou 
businesses. To get the good news 
French investors, Saint-Gobain is p 
Publicis, an advertising agency, FFr40) 
50m. The campaign presents Saint-G 
bain as a blue-chip company offeria 
security, not excitement. Keen for its fir 
privatisation to be a success, the gover 

























Off to market 
Saint-Gobain 80 
Sales 





buy Saint-Gobain shares as short-term 
speculation, intending to sell them in 
order to buy the next state-owned compa- 
ny on the auction block. The company is 
considering a form of loyalty bonus. 
Though Saint-Gobain is big, only about 
one-third of its shares will be on offer in 
France. These ought to be digestible by 
the smallish Paris bourse. Some 10% of 
the company will be held back for em- 


_ ployees. State-owned banks will probably 


hang on to the 12.5% stake they now 
hold. Another 20% is already in public 
hands, in the form of certificats d’investis- 


= sement (non-voting shares convertible 


into voting ones at a small premium). 
Compagnie Générale des Eaux will keep 
a 5% stake, and a further 20% will be 


=~ floated abroad, mainly in London and 


Frankfurt. 

Sensible investors will want to know 
more about what Mr Beffa means to do to 
reduce three immediate problems: 

@ Compared with its main international 
competitors, Saint-Gobain’s debt-to-eq- 
uity ratio, though improving, is still a 
concern. Medium-term and long-term 
debt at the end of 1985 was just under 
FFr15 billion, which was about the same 
as the group’s capital. So the debt-to- 
equity ratio was 1. The comparable figure 
for Pilkington is 0.25; and for Owens- 
Illinois and Kubota about 0.44. Mr Jac- 


- ques-Henri David, Saint-Gobain’s num- 


ber-two, who is in day-to-day charge of 
the privatisation, explains that Saint-Go- 
bain’s debt doubled between 1980 and 
1985 to pay for the restructuring at a time 
when it could not increase its share 
capital. 

‘Proceeds from the sale of its shares 
later this month will go straight to the 
French Treasury. But during the summer, 
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Saint-Gobain issued FFr2.4 billion in 
non-voting shares. And the sale of its 
stake in Compagnie Générale des Eaux, 
to be completed by the end of the year, 
will bring in another FFr1.4 billion to set 
against its debts. 

@ Saint-Gobain’s production is spread 
across several countries, and its industrial 
profits depend heavily on its foreign oper- 
ations. In 1985, these made FFr1.2 bil- 
lion, more than offsetting a loss in France 
of FFr233m. Its French operations re- 
turned to profit in the first half of 1986. 

@ In 1985, Saint-Gobain took over Socié- 
té Générale des Entreprises, adding 
28,400 people to its workforce. This trou- 
bled company contributed heavily to a 
FFr205m loss last year in Saint-Gobain’s 
civil engineering division. 


Carlo de Benedetti 
Crossing the Alps 


ROME AND PARIS 


The strategy of Mr Carlo de Benedetti, 
chairman of Olivetti, seems to be to 
expand both far and wide. Recent and 
rapid diversification in Italy has left him 
holding hands with Mr Raul Gardini, the 
head of the Ferruzzi agribusiness group. 
Between them, the two have effective 
control of the second, third and fourth 
largest privately-owned Italian compa- 
nies: Montedison, Ferruzzi and Olivetti. 
Future collaboration between the two 
could begin with food. Mr de Benedetti 
has a stake in Buitoni, a manufacturer of 
biscuits and pasta, while Ferruzzi is a big 
sugar producer. 

The omnivorous Mr de Benedetti’s 
international ambitions have been fo- 
cused on France. But there he has just 
broken a tooth. When his French agents 
began buying shares in Presses de la Cité 
late last summer, they thought that 
France’s second-largest publishing house 
would be an easy snatch. But they failed 
to reckon with Sir James Goldsmith, the 
Anglo-French tycoon who owns the right- 
wing magazine L’Express. Sir James 
wants to balance his American interests 
with a bigger presence in French publish- 
ing and television. 

By early October, Mr de Benedetti’s 
French financial arm, Cérus, together 
with Pechelbronn, which belongs to the 
Groupe Worms, had bought just under 
20% of the shares in Presses de la Cité at 
FFr2,000-2,400 apiece. Though not strict- 
ly allied (Pechelbronn has a 5% share in 
Cérus), the two appeared to be working 
in tandem. Mr Claude Pierre-Brossolette, 
a former presidential chief of staff at the 
Elysée and once the head of Crédit Lyon- 
nais, was president of both. On October 
10th, Cérus-Pechelbronn offered a share- 


ae 
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cash swap worth some FFr3,000 ($460) a 
share for a further 20% of Presses de la 
Cité. 

Then things went wrong. The board of 
Presses de la Cité rejected the Cérus- 
Pechelbronn bid. Faced with whether or 
not to top a Goldsmith share-swap 
counter-offer worth roughly FFr3,200, 
Cérus-Pechelbronn split apart. The chief 
executive of Cérus, Mr Alain Minc, want- 
ed to stay in the game for control of 
Presses de la Cité. Mr de Benedetti, he 
says, is interested in French turnaround 
prospects, not fast financial returns. 

Mr Pierre-Brossolette wanted to sell 
out for a profit, and on October 22nd he 
signed an agreement with the Goldsmith 
camp to withdraw the Cérus-Pechelbronn 
bid. He says Mr de Benedetti made no 
objection. Nonetheless, Mr de Benedetti 
immediately fired Mr Pierre-Brossolette, 
and appointed himself head of Cérus. 

Despite this setback, Mr de Benedetti’ 
interests in France are considerable. I 
June this year, he acquired management 
control (with just under a 20% stake) in 
Valeo, the French car-components group 
which he wants to put at the vanguard of a 
big new European components group. 

Buitoni France, now quoted on the 
French stock exchange, is being turned 
into the flagship for what is hoped will 
become a leading European food group. 
Buitoni France has absorbed the group's 
Dutch and British subsidiaries, and this 
year the company acquired Davigel, 
France’s leading frozen-foods producer. 

Mr de Benedetti has also linked up with 
Mr Pierre Moussa, who was head of 
Paribas, a large French merchant bank, 
before it was nationalised. Palas, Mr 
Moussa’s new financial company, has a 
3% stake in Cérus and Mr de Benedetti 
has just taken a 2.4% stake in Palas. Mr 








. Moussa, who spends most -of his time in 
London, has. said be would like to do 
more business with Mr de Benedetti, but 
he does not yet have any idea of what. 
Though he isa man with many eggs in his 
_ basket, Mr de Benedetti still finds time to 
take care of O he office automation 
pany on whose turn- 
this reputation. He said 
ettisold 225,000 personal 
the first half of 1986, and that. 
net profit this year will be 
last year’s. AT&T, which owns 
vetti, has just announced that it 
noe ue to buy only Olivetti personal 
computers for at least ten years as long as 
© Mr de Benedetti stays in office. A sensible 
condition. 




















Semiconductors 


More vinegar 
»than chips 


“Too many ‘chips are chasing too few 
< computers—and it is likely to stay that 
“way. One answer to the problems this 
creates for chip makers is for them to 
merge. Hence the proposed sale by 
gi Schlumberger of 80% of Fairchild Semi- 
ie uctor; its American subsidiary, to 
Fujitsu, Japanese electronics company. 
Other international partnerships could 
follow. 
. Fujitsu’s motives became clear on Oc- 
tober 29th when the company announced 
an 82%. slump in net profits to Y4.1 
billion ($26m) for the six months to the 
. end of September. Sales were unchanged 
at Y688 billion. Fujitsu blamed the slump 
on the sharp rise in the value of the yen 
continued with a fall in the dollar price of 
chips, which account for roughly 15% of 
tssales. 
ca Fujitsu is Japan’s fourth largest chip- 
- maker. after NEC, Hitachi and Toshiba. 
< Like all Japanese semiconductor firms, it 
„depend on high-volume, low-price mem- 
ory chips. The recent American-Japanese 
agreement on price controls now prevents 
- these. memory devices from being 
dumped i in the United States. Some ana- 
lysts reckon the agreement has cost Fu- 
jitsu two-thirds of its sales of DRAMs 
~ (dynamic random-access memory) chips, 
-the most popular form of microchip. 
The merger gives Fujitsu control of 
Fairchild’s American semiconductor fa- 
© gilities. Although details are still being 
“worked out, some reckon the merger 
© “makes Fujitsu/Fairchild the world’s third 
largest semiconductor manufacturer. Jap- 

























Merchant seamen face a lonely future. 
Automation has reduced the number of 
people needed to operate modern ves- 
sels. More ambitious technology will cut 
crews and running costs further. Ships of 
the future will be manned largely by 
computers which, shipowners hope, will 
pilot the world’s shipping industry out of 
the doldrums. Some ships will be crew- 
less, watched over by a few people on an 
accompanying mother-ship. 

Britain has belatedly decided it wants 
to take part in all this. Its Department of 
Trade and Industry is providing £6m 
over four years to help finance some- 
thing called the Efficient Ship Project. 
British companies interested in taking 
part will have to pay for the privilege. 








Other companies have a head-start. 
Japan, West Germany and Norway all 
have well-advanced ship-of-the-future 
programmes. Japan is spending Y15 bil- 
lion ($94m) on just one of its projects. 
West Germany began its programme 
more than ten years ago. Modern vessels 
being built by Howaldtswerke Deutsche 
Werft have incorporated some of the 
new technology. Automated systems 
were supposed to cut the crew for a 
container ship from 23 to 16, but the 
West Gerrhan seamen’s union insisted 
that at least 19 remain on board. Future 
West German ships will have a comput- 
erised operations centre. Several hun- 
dred sensors around the vessel will pass 





jitsu could use American factories to do 
so, One snag: South Korea can produce 
memory devices even more cheaply than 
Japan—and South Korea is not part of 
the semiconductor agreement. So Japa- 
nese chip-makers need to go upmarket 
and make low-volume, high-value chips 
(such as the microprocessors at the heart 
of computers). So far, American compa- 
nies have dominated production at this 
end of the market because they have the 
technology and the design skills. Fair- 
child’s factories are well suited to making 
these more complex. chips. 

Fujitsu access to a 


Oceans of Marie Celestes 


















information to television screens o! 
bridge; which will take over from th 
engine-control room. 

Norway is exploring similar cor 
centres for ships, offshore rigs and sup- 
ply boats. It is building fishing boats 
which use computer-controlled winches 
to cast nets and haul in the catch. 
automatically. 

Japan is looking. further ahead. I 
expects its Rationalised Ship Project to 
produce ocean-going ships with a crew o! 
no more than four or five, There w 
be room for many repairmen, so 
equipment on these ships must be abso- 
lutely reliable. Japan is investigating ne 
materials, such as heat-absorbing ceram 
ics, to try to build marine engines tha’ 
can run for six months without a service 
It is studying the possibility of sea-going 
linear motors that could propel shi 
through the water without. any m 
parts. a 
Ree pe is also interested in the possib 

totally crewless robot ships. The 
ould sail as a fleet, accompanied by a 
manned mother-ship which would exer 
cise command via radio links. Helicop- 
ters would flit about, taking out mainte- 
nance crews from the mother-ship to fix 
anything that goes wrong. As the fleet’. 
approaches congested shipping lanes, 
and when it leaves or arrives at a port 
crews would be dropped on board by air. 
The Japan Marine Machinery Develop- 
ment Association hopes.to sail a small 
robot ship from Tokyo to Los Angeles 
(with a converted ocean tug as mother 
ship) in the summer of 1989. 

With so much already going on, has 
Britain missed the high-tech boat? One 
of its first projects is organised by the 
Ship System Engineering Group (8sEG) 
which is confident that it can succeed. 
British Aerospace is a partner in SSEG. 
and the group believes it can leap ahead 
by transferring more advanced aero- 
space technology directly into marine 
technology: Aircraft are already highly — 
automated—able to take-off, fly and 
land with pilots barely touching the con- 
trols.. ssEG hopes these fly-by-wire. sys- 
tems can be translated into sail-by-wire. 















































































































wider market. But another good ‘reason 
for the merger is to keep abreast of 
changing technology. More devices a 
being. packed on to chips, so one clev 
microchip can replace a dozen dumbe: 
ones. The chips can be tailor-made mort 
easily, so companies also building com- 
puters and other electronic equipment 
are starting to order chips designed spe- 
cifically for their own needs, rather than 
building products around what is avail- 
able in the market. Mergers among chip- 
makers can be used to acquire. the new 
skills and techniques to manufactu 
these new microcircuits. 




















































looks more like a morgue 


n a perfect market, wages—the 
rice of labour—would be deter- 
mined just like the price of any 
ther good, by supply and de- 
and. Lower wages would mean 
igher demand for labour. This is 
artiy because when labour is 
cheap, firms will employ men 
rather than machines; and partly 
use it becomes profitable to 
xpand production. Chart 1 
hows this graphically: D1, the 
emand curve for labour, slopes 
downwards. 
But lower: wages also mean 
workers will be less eager to 
mselves for hire. In oth- 
ree, he supply curve for 
', S, slopes upwards. In 
rt 1, demand and supply 
h at a wage of W1. That is 
age that clears the market. 
gher wage would mean that 
re were more would-be work- 
rs than jobs (excess supply of 
abour); a lower wage would 
an that there were more jobs 
an workers (excess demand). 
uppose the demand for la- 
bour shifted from D1 to D2—eg, 
cause of-a fall in labour pro- 
ictivity. At wage WI there are 
nore workers ‘wanting jobs than 
irms wish to hire, In theory, the 









S=Supply 


: Wage D=Demand 
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XCESS cupply {Li minus La) 
hould drive down the wage to 


demand and supply back into 
ance. But if wages are sticky, 
nemployment. will persist: 

Me exe er's: governmeit 








Rigor mortis in the labour market 


After five years of economic recovery, Britain’s unemploy- 
ment refuses to fall. This brief, the fourth of our series on 
markets, asks how the labour market works. The conclu- 
ion: It doesn’t. Britain’s labour market is so riddled with 
gidities that it hardly deserves to be called a market: it 


he new equilibrium, W2, bring- ernment 









therefore believes there is one 
simple cure for unemployment: 
workers must price themselves 
back into jobs—ie, real wages 
must fall. In fact, despite unem- 
ployment of more than 3m, real 
wages are rising rapidly. 

The government's 1985 Em- 
ployment White Paper claims 
that “the single biggest cause of 
high unemployment is the failure 
of the jobs market.” Some econ- 
omists disagree that labour mar- 
ket rigidities are the main cause 
of unemployment. They place 
more blame on insufficient de- 
mand. But most agree that refla- 
tion would be far more effective 
if the labour market worked 
better. 

A study by the Organisation 
for Economic Co-operation and 
Development suggests that Brit- 
ain’s labour market is more ar- 
thritic than its counterparts in 
other countries. The OECD’s 
economists have concocted a 
measure of real-wage flexibility: 
the elasticity of money wages 
with respect to prices (ie, the 
percentage increase in wages fol- 
lowing a 1% rise in prices) divid- 
ed by the elasticity of wages with 
respect to unemployment (the 
fall in wage inflation following a 
one percentage point rise in the 
unemployment rate). Countries 
with a high ratio—where money 
wages respond strongly to prices 
but weakly to unemployment— 
are said to have rigid real wages. 

Of the ten countries examined 
by the oEcD, Britain has the most 
rigid labour market—and by a 
long way. Is it a coincidence that 
Britain. has. also had the biggest 
rise in unemployment? Chart 2 
confirms that countries with the 
most rigid wages have generally 
had the largest rises in 
unemployment. 

Our first brief concluded that 


for a market to work efficiently 


four conditions must be met: 
many buyers and sellers; no gov- 
intervention; perfect 
mobility; and perfect informa- 
tion. Britain's labour market fails 


-son all four counts. 


-Ina perfectly competitive mar- 











ket there would b 
and sellers of labour, none big 


enough to have any influence: 


over wages. But Britain’s labour 
market is dominated by trade 
unions who use their monopoly 
power to improve the wages of 
their members. 

Although trade-union mem- 
bership has fallen during the 
1980s (mainly because the heavi- 
est job losses have been in manu- 
facturing, where unionisation 
went furthest), almost half of the 
British workforce still belongs to 
a trade union. This compares 
with only a fifth in America and 
France, and a third in Japan and 
West Germany. The true influ- 
ence of unions in Britain’s labour 
market is even bigger than this 
suggests, because the wages of 
70% of all workers are deter- 
mined by some kind of collective 
bargaining, whether the workers 
belong to unions or not. 

Trade unions have used their 
industrial muscle in two ways. 
First, to widen the gap between 
union and non-union wages of 
similar workers from 3% in the 
1950s to almost 12% in the 1980s. 
Second, to resist the cuts in real 
wages that would otherwise be 
caused by external economic 
shocks (such as the big rises in oil 
prices in the 1970s). Both imply 
fewer jobs, 


Out in the cold 


When unions exercise their mo- 
nopolistic power in these ways, 
they reinforce a conflict of inter- 
est between the labour market’s 
“insiders” (workers) and “out- 
siders” (the unemployed). The 
unemployed may be willing to 
work for less than the going rate, 
but trade unions, who care only 
about their members, prevent the 
outsiders from bidding down the 
real wage. Even without trade 
unions, employers may be wary 
of replacing insiders with outsid- 
ers: the costs of hiring and train- 
ing are high, and so are the costs 
of firing surplus workers should 
that become necessary in the fu- 
ture. The unemployed therefore 
have less influence on wage bar- 
gaining than they should. 

Mrs Thatcher's government 
has taken several steps to weaken 
the power of the trade unions— 
eg, by making secondary picket- 


ing unlawful, and requiring secret. - 
ballots for strikes. Last year there. 
were fewer strikes than in any 
year since 1938. Does this mean 


that the unions have lost their 


‘clout? Probably not. The relative 
` calm is more because firms are 


enjoying bumper profits (and are- 
therefore happy to meet the 
claims of their workers) than be- 





many buyers 





‘their wage claims. In the labour 


market, Adam Smith’s invisible 
hand has been t laced by an 
invisible handshake between. 
firms and workers. 

Moreover, theories of perfect 
competition assume that the un- 
employed are all beating at the 
factory gates, offering themselves 
for hire. But many of the long- 
term unemployed (out of work 
for more than a year) have effec- 
tively withdrawn from the labour 
market: they are not actively 
competing for jobs, so they exert 
no downward pressure on wages. 

The longer somebody is unem- 
ployed, the smaller his chance of 
finding a job. Firms usually pre- 
fer somebody who has: only re- 
cently become unemployed rath- 
er than somebody who: has been 
on the dole for a year or more 
and whose skills have rusted. Of.. 
100 men made redundant today 
at least 40 will find work withi 
three months; but of 100 men 
who have already been unem- 
ployed for three years, only 6 will 
find work in that time. The long- 
term unem aployed’ à soon: become 
discouraged and give up their 
search for ajob. ~ 

The long-term unemployed are 
trapped in a vicious circle: the 
more discouraged they become, 
the less they compete for jobs; 
this means wages rise faster, fur- 
ther diminishing their chance of a. 
job. The government’s Restart — 
scheme aims to break this circle. 
Everybody who has been unem- 
ployed for more than a year (40% 
of the total) is now called for'an 
interview at a job centre. The aim 
is to bring people back into con- 
tact with the labour market. 

Some economists argue that 
over-generous _ mical -maniy 


Shortrun veal wage rigidity aoe 
and unemployment 


Britain® 


@ Holland 





Rise if unainpleyment tate 
1975-1982, 2% points 





benefits create unemployment by 
stiffening wage bargaining atti- 
tudes and discouraging the unem- 
ployed from -searching för 
work—why bother when you are 


“better off on the dole”? 


Benefits do s seem to affect the 
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- South West 3.87 10.6 
West Midlands = 3.51 15.5 
East Midlands. = 3.45 125 
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intensity with which workers 
¿isearch for jobs. For example, in 
.. America, where unemployment 
-benefits are much lower than in 
Britain, the unemployed make 
four times as many job applica- 
tions per month as do Britons. 
Nonetheless, the impact of so- 
| security benefits has proba- 
bly been exaggerated. There are 
“very few. people who would be 
‘better off on the dole. Fewer than 
5% of the unemployed have a 
` replacement ratio (unemploy- 
ment benefits as a percentage of 
their probable earnings in work) 
of more than 90%; two-fifths 
have a replacement ratio of less 
“than 50%. Moreover, the re- 
‘placement ratio has fallen since 
the late 1970s due to the abolition 
of earnings-related unemploy- 
ment pay and the taxation of the 
basic unemployment benefit. So 
the level of benefits does not go 
“far to- explain the rise in 
unemployment. 

What about eligibility for 
benefits? During the 1970s, the 
rules on entitlement were re- 
laxed; this went hand in hand 
with a change in attitudes that 
~yade living on the dole less of a 

ocial stigma. This may have dis- 
.ouraged the unemployed from 
“accepting low-paid jobs. 

Another way in which the gov- 
‘ernment distorts the labour mar- 
“ket is through taxation. Income 
-tax on a worker’s wage and na- 

tional insurance . contributions 
(Nics), along with the Nics paid 
“by employers, drive a wedge. be- 
tween the cost of labour to: the 
-~ firm—on which the demand for 
‘labour depends—-and the take- 
-c home pay of the worker—on 
- which supply depends. 
The tax wedge rose steadily 
> during the 1970s, and today (even 
-After Mrs Thatcher's cuts-in taxes 
‘and NICs) a workers’ take-home 
pay is, on average, only half of a 
firm’s gross labour costs. If work- 
ers try to maintain their real take- 
me pay as taxes increase, un- 
ployment will rise. 
‘the labour market to work 






















well, wages need to be flexible 


not only at the economy-wide 
level, but also in response to 
changes in the supply and de- 
mand for different industries and 
skills. Wages should act as a sig- 
nal to workers—rising in the suc- 
cessful industries that are ex- 
panding their workforces, and 
falling (at least in relative terms) 
in declining ones. 

The signal is not working. Al- 
though unemployment is three 
times higher than in 1978, the 
level of vacancies is the same and 
some industries are crying out for 
skilled labour. In 1983, the unem- 
ployment rate was 23% among 
unskilled manual workers, but 
only 5% among non-manual 
workers. Unemployment is also 
unevenly spread: in Basingstoke 
only 5.6% of the workforce is on 
the dole; on Tyneside the propor- 
tion is 25%. 

There are two reasons for the 
mismatch between workers and 
jobs: (a) wage differentials are 
too small, and (b) labour is not 
mobile enough. 

Wage differentials between in- 
dustries and skills were squeezed 
during the 1960s and 1970s by 
two factors: interference at the 
bottom end of the labour market, 


and incomes policies. 

In Britain almost 3m workers 
are covered by wage councils 
which fix minimum wages to pro- 
tect low-paid workers. This has 
prevented firms offering jobs at 
wages which would otherwise be 
acceptable to many workers, es- 
pecially the young. The result is 
that the very workers which the 
system is supposed to protect end 
up with no job at all. 

Differentials have also been 
squeezed by the incomes policies 
of the 1960s and 1970s. Incomes 
policies may succeed in restrain- 
ing the overall level of wages for 
a time, but if they distort relative 
pay they are doomed to failure. 
Fast-growing firms are prevented 
from offering higher pay to at- 
tract workers; and if the pay 
guideline is fixed as a flat-rate 
increase, it narrows the gap be- 
tween the top and bottom of the 
pay ladder. 

The differential between youth 
and adult wages has narrowed 
significantly. In the 1950s, the 
average male youth earned 45% 
of the adult wage; by 1980 he was 
earning 62%. The result: in 1960, 
the youth unemployment rate 
was about half the total unem- 
ployment rate; by the early 


Sharing out the profits 


Efforts to improve the working of the labour market through 
the reform of trade unions and the tax and social security 
systems will not work overnight. But there may be a short-cut to 
making wages more flexible: profit-sharing. Earlier this year, 
the government published a green paper on profit-related pay, 
which proposed tax incentives to encourage workers and firms 
to introduce profit-sharing, The plan draws on the thinking of 
an American economist, Professor Martin Weitzman. 
Profit-sharing has two advantages over a fixed-wage system. 

@ If everybody has a stake in the success of the firm, it will 
improve industrial relations and give the workers an incentive to 


work harder. 


@ More important, wages will become more responsive to 

business conditions: in a profitable year, pay will rise; in a bad 

year it will fall. This should result in higher employment. 

During a recession, firms will be cushioned by the drop in wages 

and therefore sack fewer workers. And in better times, firms 
~ have more incentive to hire new workers. 

To understand why, assume that a firm currently pays its 
workers a wage of £100 a week. The company will only take on 
an extra worker if his additional output is worth more than £100. 
Suppose the firm then shifts to a profit-sharing scheme: the 
worker is now paid a basic wage of £80 plus a share of the. 
profit—£20 in the first year. The firm’s average labour cost is” 
the same as before—£100, but the marginal cost of a new recruit 
has been trimmed to £80, and therefore he will get the job so 
long as he generates at least £80 in revenue. 

Critics argue that this is simply a backdoor way of cutting 
wages, as the expansion of employment will dilute the profit 
share of existing workers. Profit-sharing therefore gives work- 
ers a big incentive to restrict new recruitment. One way of 
easing the potential conflict between existing workers and new 
recruits is to have a two-tier pay system. Workers would not 
become eligible for profit-sharing until they had completed a 
minimum period of employment. 
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1979, the average wage of th: 
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youth* raeas% F Af 
of total rate g 


Hourly earnings s 
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*Males under 20 excluding school leavers 
+ Manual male workers under 21 


1980s, it was two-thirds. high 
(see chart 3). Bere 

However, wage . differen 
seem to be widening again 


10% of earners was 238% that 
the bottom 10%; by 1985, t 
had risen to 282%. 
Ideally, wages should vary: 
tween regions to reflect local s 
pluses and scarcities: But despi 
the big differences in unemplo 
ment, regional wage variatic 
are tiny (see table). This is 
cause wage bargaining is typi 
carried out at a national leve 
eg,.in the public sector andi 
big car companies—and so 
pace is set by the tightness of 
labour market in the prospero 
South-East. 
The pay differentials needed 
balance supply and demani 
across regions and industries de- 
pend on the mobility of labour: 
the harder it is to move, ‘th 
bigger the incentive needed. J 
Britain, the housing market ham- 
pers mobility. An owner-occupi 
er in a high-unemployment. 
cannot afford to buy a hous 
low-unemployment. area, In 
North-East. the average hoi 
costs £25,000; in London it cost 
£53,000. It is difficult for a famils 
to rent a council house unless 
already lives in the area; and | 
private rented sector has alm 
disappeared under the weight 
government controls, — 
Altogether, Britain's mar 
for labour works so: badly tha 
is easy to forget that itis a marke 
at all. That is a big mistake. / 
market that fails does not repeal 
the laws of economics; in ‘it 
twisted way, it reaffirms them 
Workers that are persistenti 
overpriced—whatever the re 
son—lead to a glut of une 
ployed. Behind the complexit 
of Britain’s labour market lies 
that kernel of economic truth. 
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consisting of 


DM 750,000,000 57% % Notes due 1991 
DM 250,000,000 61⁄4 % Bonds due 1993 


Alí these Notes and Bonds 
announcement appease sa 


KINGDOM OF DENMARK 
DM 1,000,000,000 Issue of 1986 









COMMERZBANK 
Aktiengeselischaft 


CREDIT COMMERCIAL DE FRANCE 


PRIVATBANKEN A/S 


ABC Union Bank of Norway 
Algemene Bank Nederland NV. 
Andaisbanken Oanebank 


ANZ Merchant Bank 
“Limited 


Arab Banking Corporation ~ 
Daus & Co. GmbH s 


‘Bankhaus H. Authéuser 


Julius Baer international Limited 
Banca Commerciale italiana 
Banca del Gottardo 
1U Banca Manusardi& C 
<> BankAmerica Capital Markets Group 
“Bank der Bondsapaarbanken NV. 
Bank Brussel Lambert NY. 
Bank of China London Branch 
Bankers Trust GmbH 


Bank für Gemeinwirtachaft 
Aktiengeselischaft 


Bank Gutzwitier, Kurz, Bungener 
(Overseas) Limited 


BKA Bank für Kredit und Aussenhandet AG 
Bank Mees & Hope NV 

Bank of Tokyo (Deutschland) AG 

Banque Francaise du Commerce Extérieur 
Banque Générale du Luxembourg S.A. 
Banque indosuez 

Banque internationale à Luxembourg S.A. 
Banque Nationale de Paris 

Banque Neuflize, Schlumberger, Mallet 
Banque Paribas Capital Markets GmbH 
Banque de FUnion Européenne 

Barclays de Zoete Wedd Limited 


Baring Brothers & Co., 
Limited 


patheken und Wechsei-Bank 


: Bayerische Hyi 
 Akengeselischatt 
Bayerische Landesbank 
zentrale à 
Bayerische Vereinsbank 
US Aktiengeseilschaft 
doh. Berenberg, Gosster & Co. 
Bergen Bank A/S 


i Berliner Bank 
d Akliesgeselschah 


‘Berliner Handels- 
und Frankfurter Bank 


Bikuben 


Bremer Landesbank Kreditanstalt oiden 


~ Gitozenirale = 
Caisse des Dépats 
Chase Bank AG 
‘Chemical Bank 

A tengeselsch 


„Arabian Ganeral Investment Corporation (AGICO) 


WESTDEUTSCHE LANDESBANK 
GIROZENTRALE 


DEUTSCHE BANK 
Aktlengeselischatt 


KREDIETBANK INTERNATIONAL GROUP 


COPENHAGEN HANDELSBANK A/S 


County NatWest Capital Markets Limited 
Crédit Agricole 
Creditanstalt-Bankverein 

Crédit industriel et Commerciat de Paris 
Crédit Lyonnais 

Crédit du Nord 

Credito italiano 

CSF8-Etfectenbank 

DKB international Limited 

Daiwa Europe (Deutschland) GmbH 
Delbrück & Co. 

Den norske Creditbank 


Deutsche Girozentrate 
~ Deutsche Kommunaibank - 


DG Bank 
Deutsche Genossenschattsbank 


Dillon, Read Limited 
Dominion Securities Inc, 


Dresdner Bank 
Aktiengesetischatt 


DSL Bank 
Deutsche Siediungs- und Landesrentenbank 


EBC Amro Bank 
Limited 


Enskiida Securities 
Skandinaviska Enskitda Limited 
Euromobitiare S.p.A. 
Featlesbanken A/S 


Fuji international Finance 
Limited 


Generale Bank 


Genossenschaftliche Zentralbank AG 
Vienna 


Girozentrale und Bank 
der österreichischen Sparkassen 
Aktiengeseitschatt 


Goldman Sachs international Corp. 
Hambros Bank Limited 
Hamburgische Landesbank 

~ Girozentrale - 

Georg Hauck & Sohn 

Hessische Landesbank 

~ Girozentrale - 

Hifi Samuet & Co 


_Lenited 


Hongkong Bank Limited 
EF Hutton & Company (London) Lid 
The Industrial Bank of Kuwait K.S.C. 


industriebank von Japan (Deutschiand} 
Akhengesetschal 


Kansailis Banking Group 


Kidder, Peabody International 
ted 


Kleinwort Benson Limited 
Kredietbank RN 


~ Küwait Foreign Trading oes 


Alinvestment Co. (S, 
Kuwait Intemational Investment Co. sak. 
Kuwait Investment Company (5.A.K.) 
Bantas Hermenn Lampe 

jiyeseischaf 
‘dein raa ii 
> Girozentrate— 


SCHWEIZERISCHE BANKGESELLSCHAFT z 









(DEUTSCHLAND) AG 
ORION ROYAL BANK LIMITED. 
DEN DANSKE BANK 





Lioyds Merchant Bank Limited: 


LTCS international 
Limited 


Manufacturers Hanover Limited 


McLeod Young Weir International 
Limited 


Merck, Finck & Co. 

Merrill Lynch Capital Markets 

B, Metzier seet, Sohn& Co, 

Mitsubishi Finance international Limited 
Mitsubishi Trust Intemationat Limited 


Samuel Montagu 4 Co. 
Limited 


Morgan Grente S Co. 
Limited 


Morgan Guaranty GmbH 

Morgan Stantey Intemational 

The National Bank of Kuwait SAK. 

The Nikko Securities Co., (Deutschland) GmbH 
Nippon Credit international Limited 

Nomura Europe GmbH 


Norddeutsche Landesbank 
Girozentrale 


Österreichische Linderbank 
Aktienges#itschatt 

Sai. Oppenheim jr. & Cie. 

PaineWebber international 

Pierson, Heldring & Pierson N.V. 
Postipankki 

Prudential Bache Securities international 


N.M. Rothschild & Sons 
Limited 


The Royal Bank of Scatiand pic 
Salomon Brothers international Limited 
Sanwa Intemational Limited 


Schweizedsche Hypotheken: ~ 
und Handelsbank š 


Shearson Lehman Brothers international 
Skophank ` 


Smith Barney. Harris Upham & Co: 
incorporated | 


Société Générale 

Sparekassen SOS 

Sumitomo Finance international 
Sumitomo Trust Intemational Limited 
Svenska Handelsbanken Group 

SwedBank 

Swiss Bank Corporation tnternational Limited : 
Trinkaus & Burkhardt 

Union Bank of Finiand itd, 


Vereins- und Westbank 
Akhengeseisthat 


MUM: Warburg-Brinckmann, Wirtz & ce 
S.G; Warburg Securities 


Westdeutache Genossenschal S 
Zentraibank eG. ease 


Westisienhank 
ARhengesel! 


WesiLB international S: AO 

Westpac Banking Corporation: 

Wood Gundy Inc. ; 
Württembergische: Kommunale. tande bank 































Girozentrale 
Yariaichi tntemational Deuts = GmbH”. 



































































FINANCE 


Needs a good kick up the software, if you ask me 





Anyone know a cure for 


hiccoughs? 


Big Bang came late and muffled to the 
City of London. A computer hitch on 
October 27th held up the start of elec- 
tronic securities trading—at last free of 
fixed minimum commissions and manda- 
tory distinctions between jobbers and 
brokers. Another hitch disturbed the 
mainly smoother trading on October 
ith. On the third day, firms still had 
ouble updating their dealing prices. 
While the transition from floor-based 
to screen-based trading (one point of Big 
Bang) stuttered embarrassingly, the stra- 
tegic shift from clubland to competitive 
market-making (its other, and original, 
point) went surprisingly smoothly. Com- 
missions on equity trades fell—by about 
40% for many institutional investors, 
from 0.3-0.4% to 0.2% and below for 
really big clients. Between one-quarter 
and one-third of the equity trades were 
done on a net-price basis, without com- 
mission, several houses say. Spreads nar- 
rowed on some big blue-chips: in ICI, for 
example, the gap between the best bid 
and best offer in the market dropped 
from 3p to 2p as the number of market- 
makers in the share tripled. 
In the government (gilt-edged) bond 
market, which was little affected by the 
Stock Exchange’s systems failures, com- 
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missions all but vanished. Spreads began 
to edge down towards one-eighth of one 
percentage point. Dealers say that 
around 40% of gilt-edged trades are being 
done through the six new inter-dealer 
brokers, which allow primary dealers to 
trade anonymously with each other. 
There were few signs of combative mar- 
ket-share-at-all-costs price-cutting, but 
many dealers expect it shortly. 

With 46 market-makers instead of 22 
jobbers quoting continuous two-way 
prices, it seems much easier to fill big 
orders than before. Large block trades in 
lots of 5m shares or more took off quite 
early. Outmoded jobbing books remain 
in evidence; dealers are still knee-deep in 
paper at the end of the day; and rumours 
of the odd gaffe—eg, the firm whose 
broking arm bought a share for 3p more 
than its market-making arm’s own selling 
price—make the rounds. But the revolu- 
tion has been respectable, if not glorious. 

What is worrying is that the Stock 
Exchange’s electronic systems, on which 
it has spent £80m ($112m) over four 
years, failed in the face of only normal 
trading volume. Some 25,000-26,000 
matched share deals were done each day 
between October 27th and 29th, roughly 
the same level of trading as a year earlier. 








Yet many expect market turnover even- 
tually to double. 

The heart of the computer set-up is the 
Stock Exchange’s new automated quota- 
tions system (SEAQ), into which market- 
makers put the prices at which they are 
prepared to deal and report their trades. 
SEAQ itself is fine, its designers say. It has 
been tested at up to 40 transactions a 
second; the peak on October 27th—some 
21.7 transactions a second—did not even 
stretch it. 

The trouble is Topic, the Exchange’s 
six-year-old information system, which 
beams SEAQ prices and other data to 
some 10,000 screens. It crashed just be- 
fore 8.30am on October 27th, when de- 
mand persisted at roughly double its 
accustomed level. Since some market- 
users need Topic to get SEAQ prices and 
others do not, SEAQ was suspended, too. 
It was not fully restored until 9.37am. 

Monday’s accident was explicable, if 
disappointing: access to certain pages, 
normally restricted to some 2,500 sub- 
scribers, was opened to four times that 
many. Extra curiosity on the first day 
added to the load. Less excusable was 
Tuesday’s 34-minute hiccough. With the 
number of users back to normal and other 
electronic services reduced, Stock Ex- 
change boffins carried out a “routine 
housekeeping operation”. Swamped by 
those commands and by the flood of 
share-price quotes feeding in at the same 
time from America’s newly-awakened 
NASDAQ, Topic crashed once more; and 
SEAQ was again suspended. 

There are other problems. Only “a 
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within five minutes, as requir 

» ber 28th. The proportion of 
trades has- grown from aro 
40% of the total, d 21 







mbers and keyed 
-in their bargains. wrongly, Several in- 
house trading systems have had their own 
‘troubles when trying to feed prices direct 













to show prices to groups of 
clients, “a company-an- 
ince ents service and live American 
e prices from NASDAQ—all supposed 
„big attractions. Market-makers are 
tarting to. wonder whether they should 
els “more on services like Reuters and 
rae to advertise their gilts prices, 
t _or on their own networks for 
ins tational clients—if, like Phillips & 
and Scrimgeour Vickers, they have 
m. In the longer term, the Stock 
Exchange reckons it can fix things with 
ftware and more computers. 

t is not yet clear whether the system 
jas a small fixable problem or a funda- 
“mental flaw. This matters, because the 
Stock Exchange has broad ambitions to 
‘become.the electronic market-place for 
the whole world’s trade in international 
ecurities. It came a step closer to its goal 
on October 29th, when the London-based 
members of the International Securities 
Regulatory Organisation (ISRO) voted 
verwhelmingly to form a joint regula- 
tory body and investment exchange with 
the Stock Exchange. Provided Stock Ex- 
change members also approve it on No- 
vember 11th, the foundations for the 
world’s most important securities market 
now exist, But the new mega-exchange 
where without a decent elec- 
ystem. This week’s perfor- 

















































The series of briefs on London’ 's Big Bang 
thatappeared in The Economistbetween 
August 2nd and September 20th has now 
en published as a separate booklet. To 
rder, contact: The Publications Shop, 25 
St James’s Street, London SW1A 1HG. 
:Price: single copies £3.95: ten or more 
£2.75 each (Britain only). For outside 
Britain, please add 75p percopyto widen 
airmail postage. 





` On Big B af g a Moriday, while most City 
-of London people were fretting over 


Panel gave its sternest chiding for years 
to a London merchant bank. Hill Samuel 
‘had not disclosed deals it struck to-help 
AE, a British engineering company, ward 
off an unwelcome bid. Cazenove, the 
blue-blooded stockbroker, and Midland 
Bank also had their knuckles 
rapped. 

The fuss began in September, when 
Turner & Newall, a mining and automo- 
tive group, came within inches of win- 
ning a £257m ($360m) takeover-bid bat- 
tle for AE. Turner & Newall’s merchant 
bank, N. M. Rothschild, complained to 
the Panel that it had been unfairly 
blocked in buying AE shares in the last 
days of the bid. The Panel, whose job is 
to ensure fair play in bid battles, investi- 
gated—and ruled that Hill Samuel, act- 
ing for the target company, had made 
two unfair deals. 

The first was with its own investment 
management arm, Hill Samuel Invest- 
ment Management (HSIM), which owned 
2.3% of the shares. The bank offered to 
indemnify HsIM (ie, pay for any loss 
incurred when the bid failed and the 
share price fell) if it kept its AE shares. 
Hill Samuel also indemnified 5% of AE 
shares placed with Midland, a deal it also 
kept secret. It did report a similar deal 
with another clearing bank—at the 
clearer’s request. 


Medium-term Euronotes 


Liquidity on tap 


The latest craze in the Euromarket, the 
medium-term note, promises to pull busi- 
ness away from Eurobonds. In America, 
the MTN market has grown to about $50 
billion. American investment banks are 
exporting the idea to London: PepsiCo 
and Sweden’s Electrolux have become 
the first manufacturing companies to set 
up issuing programmes for MTNs in the 
Euromarkets, following issues by banks 
earlier this year. 

These new beasts work like Eurocom- 
mercial paper (ECP), except that they 
have longer maturities (medium means 
longer than one year). A borrower sells 
notes to investors through several dealing 
banks, who place them on a “best efforts” 
basis. That means that if they cannot sell 
the paper, they are not stuck with it: the 
borrower simply gets no money. On a 
Eurobond issue, if an underwriting syndi- 
cate cannot find buyers for the bonds it 
has to keep them and the loss. 

Issuing a series of MTNs offers a bor- 





rower great flexibility. A company can 


their computers, Britain's Takeover . 


The Panel concluded that these agree- | 
ments were allowed, at, underrule™ | 
eight of the takeover cc 
have been disclosed: The code has since 
been tightened to. include indemnities, 
‘but said then that sales and purchases of 
shares-by interested parties in the target 
or the bidding company have to be made | 
public, as do put options. Also, “asso- 
ciates” of the target company have to 
reveal stakes. The Panel decided Mid- 
land was one. Cazenove was censured 
because, as agency broker to. the Mid- 
land deal, it should have disclosed it. 
Turner & Newall can bid for AE again - 
when it likes, instead of waiting the usual: 
12 months “stipulated: by the « 
likely to win. Kleinwort Ben 
ing merchant bank, has the unen 
task of taking over AE’s defence. 

The ruling was harsh, but fair, If Hill = 
Samuel had disclosed its. deals, other: 
shareholders voting in AE’s favour could 
have clamoured for equal treatment. 
Cazenove will recover from this incident 
quickly—it has a robust name as a lead- 
ing agency broker, and its offence was a 
lesser one of silence about other people’s |; 
deals. Hill Samuel, which has been just f. 
outside the top league in corporate fi- | 
nance for the past few years, may find 
that this mishap will delay promotion. It 
may also prove expensive—honouring 
the indemnities has already cost it £4m. 
Not the best thing to happen in Big Bang |. 
week. om a 






























































issue small amounts of debt at varying 
maturities, whenever it suits it. A Euro- 
bond issue is a much less subtle means of 
raising money: it has to be in a large 
block—of, say, $100m—and must consist 
of notes of uniform maturity. 

PepsiCo reckons that, so. far, it. has. 
saved more than one-tenth of a percer 
age point in interest costs on: its M 
programme, compared with an equiva- 
lent Eurobond issue.. PepsiCo aims to 
issue $500m of MTNs in Europe; so far, it 
has $72m outstanding. MTNs can be 
cheaper than Eurobonds because there 
are no underwriting fees. And MTNs can 
be tailor-made to suit different investors. 
Each day, PepsiCo posts prices at various 
maturities from one. to five ‘years: If 
approached by an. investor with an urge to 
invest, say, $350,000 at a. maturity of 22 
months, PepsiCo will meet that demand, 
and the investor will accept a relatively 
low ‘rate of- interest” i return for the 
issuer's flexibility: 

Euromarket investors. have little else 
on offer with a maturity of one to four 
years. Few Eurobonds have a maturity of 
less than five years. At the other end of - 
the maturity spectrum, banks’ certificates 
of deposit nd ECP seldom carry maturi- 
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o make the 
et work for you 


t buying a 
_ single stock. 





$ & P 500 index Options (SPX) 
from The Options Exchange. 


An increasing number of investors are 
turning to options on the S & P 500 Index as. 
a useful investment tool. S & P 500 Index 
Options enable you to take advantage of 
profit opportunities offered by swings in the 
market without having to own a diversified 
portfolio of specific stocks. 

A widely used benchmark, the S & P 500 
Index represents the market performance of 
the 500 largest companies that comprise 80% 
of the value of all stocks listed on NYSE. 
Consequently, their performance is an accu- `- 
rate reflection of the market as a whole. 

Options on the S & P 500 Index are also. an: 
effective hedge for investors who do owna- 
diversified stock portfolio, in that they pro id 
an investment tool for reducing market risk. 

For more information on how to make: 
market start working for you, send in th 
coupon. Or call The Options Exchange at: 
800-535-CBOE. In Illinois, 312-786-7432 

One final note. Options, like-all invest- 

ments, involve risks and are not for 

everyone. For important informatior 

on the characteristics and risks of « 

_ options, call The Options Exchange 
» or your broker and ask for the 

options disclosure document. 




























“Standard & Poors, “S8 P~ and “S & P 500" 
are all trademarks of Standard and Poors Corporation. 
&4986. CHICAGO BOARD OF OPTIONS EXCHANGE 


Please send me your Basic Guide to SPX that explains strategies for using fr The ChicagoBoard 
S & P 500 index Options in both up and down markets. 





NAME 


-ADDRESS i E THE 

= ARE YOU AN INVESTOR (] OR BROKER C ? 

MAIL COUPON TO: Basic Guide to SPX EXCHANGE : 
So E Dept.B f 


Chicago Board Options Exchange 
alle at Van Buren 
Chicago, IL 60605 


















With the new long-range 747-400, nonstop All at the lowest cost per seat mile of any 
rvice vil now be possible between such distant intercontinental ove in history. 
ities as as Singapore and London; San Francisco and 
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Singapore CathayPacific Korean Air UTA Lufthansa LM Northwest British Airways 
No wonder major international airlines The 747-400. For international airlines that 
from all over the world are rushing to add the want to go farther to serve their customers. 
747-400 to their fleets. The first 747-400s are Pádi ag 7™ 
4 qt ia E. VA ie 


scheduled for delivery in 1988. Getting people together. 





The Scholars, Maam Valley, Connemara, Co. Galway. 


KNOWLEDGE IS POWER. 


The Irish never underestimate the importance of learning. 
We spend a higher proportion of GDP on education than 
Britain, France or Germany. More than a quarter of the 


population is in full-time education. 


Today, Ireland’s share of US manufacturing investment in 
the EEC is nine times greater than it was a decade ago. 


That’s the Power of Knowledge. 
Ireland. Home of the Irish. The young Europeans. 


IDA Ireland & 


oe P 
INDUSTRIAL DEVELOPMENT AUTHORITY p d 
4 ? 
The Irish government's industrial development agency has offices in DUBLIN (Head Office), WE RE TH s 
Tel: (01) 686633, LONDON (01) 629 5941, TOKYO (03) 262 7621, HONG KONG (5) 261204, 


SYDNEY (02) 233 5999. Offices also in Cologne, Stuttgart, Munich, Paris, Amsterdam, » 
Stockholm, Copenhagen, Milan, New York, Chicago, Houston, Los Angeles, Cleveland, Y | ] NG Fl | R PF AN S 
Monin Dary Calif Racan Atlanta g! a J. 
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heavily from their 1986 highs 





arnings. Perhaps this risk- 
portentous: if a decline in the 
-share prices of companies in an industry 
alds a downturn in that sector’s for- 
tunes, then the brokers’ decline suggests 
-o the days of easy prosperity in the finan- 
“ gial markets are coming to an end. 
American investment banks and Lon- 
“don’s merchant banks (since October 
27th’s Big Bang) are increasingly earning 
votheir. living from trading positions— 
. “making markets”. To do that well they 
need volatile markets. Yet volatile mar- 
‘kets mean increased risk, which, in re- 
nt months has spelt trading losses, 
especially for Wall Street firms. Risk 
helps explain why western firms com- 
mand much lower price-earnings ratios 
-than Japanese brokers, which still profit 
from fixed broking commissions in their 
home market. 
Among New York’s investment 
al Salomon, renowned for its trad- 
ils, is On ä price-earnings ratio of 
ten, compared with an average for shares 
in the Standard & Poor's 500 index of 15. 
This year Salomon has had two quarters 
of poor earnings. So has First Boston, 
another big trading house. Morgan Stan- 
o dey's.earnings have held up, partly re- 
~flecting the dominance of its corporate- 
finance side, partly the fact that the firm 
has avoided trading losses. 

The share prices of American retail 
brokers have performed -relatively 
strongly. This reflects stable earnings, as 
well as takeover hopes. E. F. Hutton, for 
example, is-a hotly rumoured takeover 






























cold cakes. Investors feared that MTNs 
could prove unsellable. European inves- 
tors worry more about liquidity than 
Americans, who are often happy to keep 
an MTN till it matures. This is partly 
because Europeans buy more foreign- 
currency securities, and so want to be 
cable to sell if, say, the dollar weakens. 

‘ai Merrill Lynch, the securities house that 
į dominates America’s MTN market, has 
“~ produced a new design to suit European 
investors. It dubbed its programme for 
Elec “multi-tranche tap notes” 
TTS his. differs from a conventional 








‘then cover up i 


1e risk factor in brokers’ shares 


mong those whose profits have benefited most from the four-year-old 
market in shares and bonds are the world’s big securities companies: 
New York's investment banks, Tokyo’s stockbrokers and London’s new 
financial conglomerates. But the share prices of all three have fallen 


target. One reason for the retail brokers’ 
more stable earnings is fee income from 
managing mutual funds. Merrill Lynch 
has $76 billion under management, most 
of it in money-market funds. This brings 


Securities companies 
% fail in share price* since 1986 high 
(in local currency terms) 


50 40 30 20 
anen i a | 
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Mercury International 
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Kleinwort Benson Ẹ 


* To latest 


America’s biggest broker about 15% of 
its profits, analysts reckon. This is good 
business because the risk is comparative- 
ly small. 

Low risk is one reason that stockmar- 
kets rate money-management firms 


small lots. That is to ensure that the notes 
are held widely enough from the start to 
permit an active secondary market. And 
Merrill Lynch, as the dealer in the notes, 
guarantees to maintain a bid and offer 
price, so that investors can be certain of 
being able to sell their MTNs. 

If investors can be convinced that the 
market will be liquid, trading in Euro- 
MTNs could grow dramatically. Already, 
$35 billion of Eurocommercial paper has 
been issued. Some Euromarket bankers 
hope MTNs will cut down the size of the 
Eurobond market—they view MTNs as 
less risky. Intense competition in Euro- 
bond underwriting means that the banks 
often lose money: A bank wanting to gain 
market share can join a bond syndicate, 
inability to place its 














more highly than securities comp 
London’s merchant banks are big fun 
managers—Hill Samuel, one of the few 
merchant banks to break down its 
ings, reported last year that invest 
management contributed £9m to its ni 
profits of £41m. London’s stockmarket . 
has ignored this and has concentrated-on 
the risks of the move by merchant banks . 
into securities trading. Morgan Grenfell 
Kleinwort Benson and Mercury Intern 
tional are new to the world of marke’ 
making, which is why their shares are on 
a p/e of around seven. : 

Despite this understandable cautio 
London's merchant banks are as .good'a. 






































p/e ratios may be even lowe 
ed ones) are already proving attra 
American investors. Mr Saul Stemberg’s 
Reliance Group has over 10% of Mere 
ry International; he says he wants..to 
increase its holding to 15% and over: 
American Can has 5% of Kleinwort» 
Benson. Others will follow. att 
London’s cheap merchant-bankin 
bargains contrast with high prices in 
Tokyo. The share price of Nomura, 
Japan’s biggest broker, peaked on Octo- 
ber Ist at Y3,720. At that point it was 
trading on a p/e ratio of 45, with a. 
market capitalisation. of Y6.7 trillio 
($43.5 billion), bigger than. the entire 
stockmarket capitalisation of Hongkong. . 
or Singapore and six times that of Citi- 
corp. Nomura subsequently slid to alow... 
in the same month of Y2,380 because the 
Tokyo market was tumbling. A slumping 
market was thought to be especially bad 
for brokers because of falling commis- 
sion revenue. Even then, Nomura still 
commanded a p/e ratio of 28. 





























































investment advice in Jap 


At the ministry's 
discretion — 


In Japan, parliament first pas 





Ministry of Finance’s proposals 
pret the Investment Advisory Act, p. 
by parliament in May this year, is 
doing the rounds. The law requires: inm- 
vestment advisers. to be registered and 
managers of discretionary funds to 
licensed. Foreign securities firms are ta 
ing a keen interest, in case—by design or 
habit—they get regulated out of a huge 
and growing business. Investment. trusts 
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had Y249 trillion ($1.5 trillion) in net 
assets at the end of June. 

The proposed rules were the main 
point raised by Sir Geoffrey Littler’s team 
at the latest round of Britain-Japan bilat- 
‘eral talks on financial services held in 
Tokyo on October 28th. Sir Geoffrey, 
second permanent secretary at Britain’s 
Treasury, came away satisfied that the 
“ still-sketchy proposals did not discrimi- 
nate, either overtly or covertly, against 
British (or other foreign) firms. But he 
also recognised that in Japan proposals 
have a knack of changing at the last 
moment. _ 

The act aims to strengthen protection 
of investors in Japan, where financial 
fraud has a long and dishonourable histo- 
ry. In recent weeks, local newspapers 
have reported a spate of mortgage-bond 
frauds. Tokyo police are looking for a 
ten-man gang they suspect of perpetrat- 
ing Japan’s biggest bogus-shares racket. 
_. The regulators’ approach is to try to 
ensure that investment advisory firms are 
financially sound and employ experi- 
enced people. But the officials are pro- 
_ posing drawing the rules so tightly that 
smaller investment-management compa- 


America’s tax reform 


< Tax reform is still the talk of Wall Street. 
After poring over America’s new tax bill, 
most brokers think that share and bond 
-prices will benefit in the long term. Inves- 
tors will switch some cash from (no- 
_ longer-deductible) real estate and other 
fixed assets into (less-heavily-taxed) fi- 
nancial instruments. But the road from 
here to there looks bumpy. The changes 
in capital gains taxes could make markets 
More volatile, particularly in the final 
quarter of.this year. 

For many investors, what matters most 





intention is to discourage fly-by-nights. 
But Sir Geoffrey wanted to be satisfied 
that foreign firms would be looked at in 
their entirety, and not assessed on the 
basis of their small subsidiaries in Japan. 

Authorisation will be a two-step affair. 
First, starting at the end of November, 
advisers will be required to register. This 
will be open to all-comers. Licences to 
manage discretionary funds (ie, where 
managers need not consult the owner 
before each transaction) will be harder to 
get. Here firms will have to show them- 
selves worthy of a licence. The first are 
likely to be awarded in the first half of 
next year. About a quarter of the 400 or 
so investment advisory firms that are 
expected to register are thought likely 
also to apply for discretionary licences. 

The draft rules hold a few extra worries 
for foreigners. Foreign firms may have to 
register both their local and parent com- 
panies, thus doubling the fees (provision- 
ally set at Y5m for registered advisers and 
Y25m for licensed advisers) and the pa- 
perwork. Other paperwork is likely to be 
costly to provide. The Ministry of Finance 
is a voracious consumer of reports. 


Do this, and we'll do the opposite 


NEW YORK 


in the bill is the elimination of special tax 
treatment for capital gains. This year, the 
capital gains tax is limited to a top rate of 
20% , while the top rate of tax on income 
is 50%. After a transitional year, from 
1988 capital gains and income will be 
taxed equally, with a top rate of 28%. 
Rates paid on capital gains will jump even 
higher in the 42 states that add their own 
capital gains tax to the federal levy. In 
New York, for example, the top rate of 
capital gains tax is set to rise from 26% to 
over 40%. 


nies may be squeezed out. Part of the 


ed. Commercial banks, Salomon reckons, 
may add- mot 
their shopping 


: Many investors will therefore be tempt- 
ed to sell shares before the end of the year 
to realise gains. Others will be trying to 
extricate their money from soon-to-be- 
come-worthless tax shelters, as deduc- 
tions for things like real-estate develop- 
ment are phased out. Nobody knows how 
large a pool of cash this will create, and 
few can agree on which businesses. will 
gain as this footloose money is reinvested 
and respent. Reinvestment depends on 
guesses about America’s immediate eco- 
nomic outlook and investors’ often quirky 
preferences. Tax reform skews both. Its 
effects include: 

@ Changing consumption patterns. The 
new tax regime will, over the next five 
years, take around $120 billion from 
corporations through higher taxes and 
give it to individuals through tax cuts. 
People will spend that money differently 
from businesses—eg, by buying washing 
machines, not machine tools: Most fa: 
ilies save only 5-10% of their incon, 
companies save 25%. 

@ Corporate prevs.s. Many service com: 
panies will pay lower taxes under the new 
regime, which cuts the top rate of corpo- 
ration tax from 46% to 34%. But capital- 
intensive industries will pay $150 billion 
more tax over the next five years because: 
of the elimination of investment tax- 
credits. Many capital-equipment indus- 
tries will thus suffer doubly from tax 
reform: demand for their products will go 
down as their taxes go up. Service indus- 
tries with a consumer bias—eg, leisure 
trades, restaurants, food ‘and broadcast- 
ing—could be double beneficiaries. 
© Trading patterns. The old tax regime 
encouraged investors to hang on to in- 
vestments for more than six months. 
Capital gains on those held for a shorter 
time did not qualify for the preferential 
capital gains rate. The elimination of the- 
preferential rate may promote short-ter 
trading—which, in turn, promises to i. 
crease market volatility. ` 
@ Investment preferences. The preferen- 
tial capital gains tax rate gave investors a 
liking for “growth stocks”, such as young 
technology companies. When capital 
gains are taxed the same as income, their 
tastes could shift towards the less risky 
returns provided by bonds and other 
high-yielding investments, like preferred- 
stocks or mortgage-backed securities. 

Investment bankers at Salomon Broth- 
ers predict that next year’s favourite in- 
vestments among corporate treasurers 
will also include preferred stocks’ and - 
municipal bonds. Income from many mu- 
nicipal bonds is tax-exempt for corpora- 
tions, and 80% of the dividends received 
from preferred stocks can also be deduct- 








e-backed securities to 














the tax deduction for interest on money 
> borrowed to buy tax-exempt bonds (ie, 
icipal bonds), the banks will have to 
ew ways of investing around $60 
na year. Preferred stocks could not 
s rb all that; nor could the still-tiny 
z supply of taxable municipal bonds. 
` Private investo. Te a wider range of 




















-provide income instead of tax deductions. 
Shearson Lehman and Paine Webber, 
among others, have put together portfo- 
“lios of shares expected to do particularly 
well under tax reform—eg Walt Disney, 
< General Foods and Wal-Mart. Yet, even 
. as their salesmen tout shares of compa- 
© nies that stand to benefit from the tax 
changes, some money managers at the 
same brokerage houses are putting their 

vn. dollars into the very smokestack 
vOcks which the new regime will hurt 
most. Everything else, they say, is already 
too expensive. 


Currencies 


Small perk on Wall 
Street 


Currencies: like hem-lines, move up and 
down with the seasons. As winter ap- 
proaches, investors are asking whether 
the: dollar is coming back into fashion. 
For ‘three: months the dollar had lan- 
< guished within the narrow range against 
the yen of Y153-156. Then suddenly on 
October 23rd it broke free, and touched 
Y¥162.50 the next day before dropping 
back to around Y160. It also strengthened 
- against the European currencies, moving 
ell above DM2. 
The. dollar’s rally was sparked by two 


Buck's bottom? 
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Japan is preparing a privatisation to beat 
all privatisations: the-sale to the public of 
shares in Nippon Telegraph and Tele- 
phone, the domestic telephone giant. 
The government. is to-sell half of its 
15.6m_ shares in 1.95m-share slices dur- 
ing the next four years. It does not plan 
to sell this nationalised mammoth cheap- 
ly. The price for the first slice of shares 
gives NTT a price/earnings ratio of more 
than 130: Compare that with British 
Telecom’s p/e of 10.7. 

The price for the first lot of shares (for 
which foreigners are barred from bid- 
ding) was set by taking a weighted aver- 
age from an auction of 200,000 shares 
held in mid-October. The auction, in 
which companies, institutions and 
wealthy individuals bid, was intended to 
test the market. The bids ranged be- 
tween Y1,017,000 and Y2,400,000 a 
share. On October 29th, it was an- 
nounced that the remaining shares, 
which have a face value of Y50,000 
($310), would sell for Y1,197,000 each. 

If the market maintains this- price 
when trading begins on February 2nd, 
NTT will have a market capitalisation of 
Y18.7 trillion ($116 billion). That is 
equivalent to more than 5% of the 
current market capitalisation of the To- 
kyo Stock Exchange, is more than seven 
times as big as British Telecom and is 
half again as big as IBM. From the first 
sale alone, the government expects to 
raise Y2.3 trillion, which it will use to 
pay off government debt. 

Clearly, this is not a “‘people’s share” 
in the style of British Gas, despite the 
hyperbole of Japanese stockbrokers who 











factors. First, after share prices on the 
Tokyo stockmarket fell eight days run- 
ning, Japanese investors decided to shift 
some cash into American Treasury 
bonds. Second, traders greeted news of a 
4.9% jump in orders for durable goods in 
the United States in September as evi- 
dence that America’s economy was pick- 
ing up. The next piece of bad news could 
dispel the thought just as easily. (Wall 
Street eagerly awaited the September 
trade figures due on October 30th.) 

The main reason for betting that the 
dollar’s next move will be down rather 
than up is America’s huge current-ac- 
count deficit, which is heading for a 
record $140 billion this year. The idea 
that the so-called ‘‘I-curve” is distorting 
the underlying trade position, as price 
changes outweigh movements in volume, 


| is wearing thin from over-use. The fact is 


that the cheaper dollar has so far failed to 
dull America’s appetite for imports. In 


-volume terms, imports are 70%: higher 


than they were at the end of 1982. Export 
volumes have barely chang: 
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TOKYO 
want to maintain the interest of small 
investors in the market. The Ministry of 
Finance has ticked brokers off, telling 
them not to overdo the sales talk: In the 
mid-October auction, all the bids ove 
Y1,500,000 were made by individuals 
But not small ones, surely? 
The share price is being set three 
months before the listing, so bidders. wi 
be kept on tenterhooks, waiting to see if 
NTT’s price holds in the secondary mar- 
ket. The fixed-price offer opens on: No- 
vember 17th and closes on Novembe: 
26th, but bidders will not be told wheth- 
er they have secured shares until January: 
Sth. This is far longer than the ten day: 
common in British privatisations: I 
London, cheques are normally sent wit 
applications, but for NIT payments will 
not be due until January 19th. 
It is a bit of 'a mystery why investors. 
bid so much for NTT. Part of the explana 
tion must be its sheer size and the f 
that it will be the first domestic telecoms. 
firm listed in Tokyo. Fund managers feel 
their portfolios will be incomplete with- 
out NTT. But the utility’s earnings are - 
modest. It made a pre-tax profit of only 
6.2%. on sales in the year to March 31 
1986, compared with 21.8% at British 
Telecom and 7.3% at AT&T. An NIT 
spokesman was quoted in Japanese: 
newspapers afterwards as saying: “We 
are pleased that our shares are popular 
However, we are concerned about thi 
extremely high. share price compare 
with our actual business situation. In 
general, stock prices are not necessarily” 
consistent with the real business situa- 
tion of enterprises.” Quite so. 









































































James Capel, a London stockbroking 
firm, reckons that America’s: current- 
account deficit will be at least $120 billi 
in 1988. While the trade gap looms large, 
the outlook for the dollar remains be; 
ish. If the dollar were to strengthe 
further, the American authorities wou 
probably act smartly to push it down by 
cutting interest rates or by talking it 
down. 

It was probably fear of America’s open- 
mouth policy which prompted the B 
of Japan’s decision to resist the dollar 
recovery by selling dollars in mid-Octo- 
ber. Although Japanese. industry has 
been squealing to everybody in sight 
about the yen’s strength, the Nakasone 
government is happy to. keep the y 
steady at around Y150-160 to the dollar. 
It is afraid that if the dollar perked up, 
American policymakers would try to talk 
it down again. Japan could soon help the 
dollar, however: on October 30th; T 
kyo’s stockmarket soared after hints that 
the Bank of Japan planned a discou 
rate cut for November Ist. 














































l ion. He might even do it 


In 1971, the Department of Trade and 
lustry declared Mr Robert Maxwell to 
unfit to "run a public company. The 
-of London had a similar view. Fif- 
een years later; things look rather differ- 
t. Mr Maxwell: runs two public firms 

‘combined market capitalisation of 
er £1 billion ($1.4 billion), and a batch 
| private ones, including Mirror Group 


llar of the establishment, he and his 
res are back in favour in the City. Mr 
Maxwell has become a man to watch. 

“They welcomed me like a frozen dead 
", he said in- 1981 after he had 


Corporation. Then, BPCC was 
than im a yar, and Mr 


Drumming up the billions 








Hardly a day passes without Robert Maxwell’s name in the headlines. 
ntil recently, he was dismissed as a one-man band whose achieve- 

nts never lived up to his promises. His latest boast is that he will, by 
1990, create a global communications firm with sales of £3 billion-5 


Maxwell bought it for the knockdown 
price of £10m. In 1985, it made £25m in 
pre-tax profits, likely to treble this year 
because of cost savings and business 
transferred from other Maxwell firms. 


Despite bitter wrangles with Britain's. 


print unions, he cut jobs in BPCC from 
13,000 to 7,000 between 1981 and 1986, 
saving £75m a year. 

Mirror Group Newspapers has moved 
from profits of £5.7m under Reed Inter- 
national’s management in 1983-84 to esti- 


mated profits of £15m-20m this year. He © 


bought it in 1984 for £113m: the group’s 
Holborn headquarters alone is worth 
around £120m, and £45m of. Reuters 
shares were thrown in (he has-since sold 
most of them). The group’s newspapers, 
led by the Daily Mirror, came almost as a 








bonus. Thanks to a cut in manning from 
6,000 to 4,000 since March 1985 when he 
took control, costs this year will be down 
by £50m. 

These turnarounds have helped put Mr 
Maxwell. back ‘on the map. Scandals 
aside, acceptance in the square mile was 
always going.to be. difficult. Born in 
Czechoslovakia in 1923 as Jan Ludwig 
Hoch, he came to Britain in 1940. and ` 
became Robert Maxwell. He is. an - 
avowed socialist: (and former Labour MP) | 
with links with Eastern block countries 
through Pergamon, his academic publish- 
ing company. Hardly the convention 
captain of industry. 

The affair that muddied his name be- 
gan in 1969, when he sold Pergamon 
Press to Leasco for £25m. Mr Saul Stein- 
berg, chairman of Leasco, tried to reverse 
the deal when he saw. Pergamon’s ac- 
counts, on the grounds that questionable 
practices had grossly inflated its profits. 
In 1971, the DTI suspended Pergamon’s 
shares and made its rude report on Mr 
Maxwell. He eventually settled out of 
court with Leasco for compensation of . 


£6.25m, and bought Pergamon Press back 





in 1974 for a nominal sum as a private 
firm. 

Mr Maxwell retained a few supporters. 
Henry Ansbacher, a small London mer- 
chant bank that had floated Pergamon 
Press on the stockmarket in the 1960s, 
carried on advising him. After 1981, Na» 
tional Westminster Bank helped. in the 
restructuring of BPCC’s finances. But most» 
blue-chip names ignored him. Investor 
also kept their distance—although BPCL 
was. a public company, institutional share- 
holdings in it were tiny. l 

Who ultimately owns Pergamon Pree 
became a celebrated. mystery during 
BPCC’s two attempted takeovers of John 
Waddington, a games and publishing 
company, in 1984. Kleinwort Benson, the 
merchant bank that successfully defended. 
Waddington, claimed that Mr Maxwell 
was in breach of the 1967 Companies Act 
in not informing BPCC shareholders of the 
identity of the ultimate owners of the 
Pergamon group. 

Mr Maxwell says. he i is ‘not the: owner. 
The top tier of ownership lies with the 
Pergamon Holding Foundation, a trust 
based in Liechtenstein, where beneficia. 
ries of such a trust do not have to be 
registered publicly. Although his control 
of Pergamon is not disputed, and it is 
widely. supposed that members of M 
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T COUNTRY STUDIES 


C Poland to the 1990s: Retreat 
or Reform? —— 


The Polish economy is walking a 
tightrope between satisfying the demands 
ofthe population and its obligations to 
Western Bankers. Could more be 
achieved ifthe theory of General 
Jaruzelski's economic reform was put into ` 
practice? How willthe new targets be met? 
This report gives acomprehensive 
analysis of Poland's problems and 
assesses the likelihood of the 1986-90 
plan succeeding. 

No. 1061. Price: UK & Europe £85; 
N. America US$160; Rest of World £88. 
Published September 1986. 


C India to 1990: 
How Far will Reform Go? 


< Whatare the results of the recent 
economic liberalisation in India? Canit 
continue, and what would be the outcome 
ofa sustained commitment to such 
policies? This report studies these 
questions, examines the new Five Year 
Pian and sets out growth projections to 
1990. Itincludes details of the 
liberalisation programme and analyses 
prospects for key industries. 

No. 1054 159 pages. Price: UK & Europe 
£95; N. America US$ 180; Rest of World 
£98. 


O Kenya to 1990: Prospects for 
Growth 


Kenyais poised to overcome recent 
economic difficulties. Can it reassert its 
position as one of the most successful 
economies in sub-Saharan Africa? This 
report combines detailed economic 
analysis with an assessment of the social 
and political trends over the next five 
years. It also draws some provocative 
conclusions about the lessons Kenya has 
to offer for World Bank and IMF policy in 
Africa. 

No. 1052 105 pages 

Price: UK & Europe £95; 

N. America US$180; Rest of Worid £98 
Published August 1986 


C: Portugal to 1990 
The Challenge of Modernisation 


Portugal has been characterised by 
economic crises and erratic growth for the 
past decade. Can it now settle down to more 
stable growth, and attract anincreasing 
share of foreign investment? Entry into the 
EC and recent financial liberalisation 
symbolise a new future. But deep economic 
problems remain, not least a heavy debt 
burden. This report assesses how far the 
current liberalisation trend will go, and 
presents a detailed forecast for the next five 
years. 

No. 237 114 pages Price: UK & Europe £95; 
<N. America US$180; Rest of World £98 
Published April 1986 


ENERGY & TRANSPORT 


C Spot Oil, Networks and 


Petroleum Futures 
The Emergence of a New Oil Market 

Unless Opec achieves the impossibie 
and finds aconsensus strong enough to 
impose a new long-term stability on oil 
prices, futures markets wilibecome | 
increasingly important in international oil 
trade. This special report relates futures to 
the whole context of crude oil and products 
trading; including contracts, spot markets 
and netback deals. 

100 pages of text including 26 charts and 
tables. No. 1063 Price: UK & Europe £150; 
N. America US$275; Rest of World £153 
Published September 1986 


O Air Transport ina Competitive 


European Market 

Problems, Prospects and Strategies 

This major reportis a comprehensive 
analysis of European air transport 
prospects into the 1990s. It looks in detail 
atthe carriers, their markets and the 
issues of automation, privatisation and 
airline economics affecting their 
operations. It analyses the impact of 
deregulation in the USA, the force for 
change sweeping Europe, the key issues 
of pricing, pooling, capacity determination 
and market entry; and it proposes a 
strategy for liberalisation and forecasts 
the likely future shape of the airlines and 
the aviation marketin Europe. 

No. 1060.218 pages. Price: UK & Europe 
£95:N. America US$175; Rest of World £98. 


CONSUMER REPORTS 


O Sponsorship 1986 


Roughly £280m will be spent on 
sponsorship in the UK in 1986. Everything 
from international athletics to flower 
shows will benefit from sponsorship funds. 
This third edition of a highly successful 
report reviews recent progress in this fast 
expanding sector. It answers some 
important questions such as: Is there a 
formula for success? Could tobacco 
money ever be withdrawn? What are the 
criteria used by today’s sponsors? Are 
there bad publicity risks? How do you cope 
when sponsorship is withdrawn? New 
areas for sponsorship, fresh ways of 
sponsoring and likely trends to the end of 
the 1980s are also assessed. No. 1064 
Price: UK & Europe £85; 

N. America US$155; Rest of Worid £88 
Published August 1986. 


Retailing in Britain 

Volume One - Sector Analysis and Prospects 
Volume Two -Company Profiles 

Bids, deals, takeovers and new alignments 
among the major companies are constantly 
changing the face of British retailing. This 
report forms an excellent framework within 
which these events can be assessed. Volume 
One examines and analyses 25 retail 
sectors; cross references major companies 
with the trade sectors they serve; gives short 
term turnover forecasts, and analyses trends 
to the 1990s. Volume Two contains 200 
company profiles. 

No, 1056. Price: UK & Europe £295; 

N, America US$530; Rest of Worid £298 


-Published July 19 


CI Tokyo 2000: 


The world's third international financial 
centre? 


Technological change, worldwide 
deregulation and the advent of 24 hour 
global trading all pointio the expansion of 
a third financial centre. This report shows 
: how Tokyo will play! this role, overlapping 
U Sand European time zones and 
pr oviding access to Asian markets. The 
fifth ina new series of reports from the’ 
puibdlishers of Crawford's City 
Connections. 
No: 1055 93 pages. Price: UK & Europe — 
£95, N. America US$145; Rest of World | 
£98. 


O Guicteto Management 
Buy- outs 1986 


Mana gement büy- -outs cor i 
insizeandnumber,Theirvalueis 
expected to double in 1986 trom last year! 
total of £:320m. In this third edition the | 
reportha‘s been enlarged to appear in 
Guide fon n. Designed to steer buy-out 
teams through every stage of the 
operation, it offers major sections on tax 
andlegal a spects, a directory of 
institutions willing to provide finance, and 
the case his ‘tories of all important buy-out. 
sofar. 
226pages. Price UK & Europe £45; 

N. America L !S$80; Rest of World £48. 
Published Au gust 1986. 


ananuna aae ranana ii, 3 
Alt prices include Ai. rmail pos tage 

To order please check thi @boxes by the titles, complete 
the address details below ' and send the whole page t 


The Economist Public ‘ations Limited 
40 Duke Street Londo n WIA 1DW 


Friedrichstrasse 34 
6000 Frankfurt am Mair 11 West Germany 


10 Rockefeller Plaza 
New York, NY 10020 








Address 








i enclose a cheque for 
Payable to The Economist Publicati ons Limited 
Please sd a my o American is saa mi Visa G 





Expiry Date 





o Pieaseinvoice me _ 





PUBLICATIONS 









IMI-GENEVA WELCOMES 
ITS MBA CLASS OF 1986/87 
















This; highly motivated select group yore men and women 
hav e been chosen from among several hundred applicants. 
They represent 18 different nationalities. They have outstanding 
ed ucational qualifications from the world's foremost universities 
an.d have demonstrated leadership capabilities based on an 
av erage of nine years’ work experience. 


They are embarking on a very demanding programme of 

Course work, research projects, consulting activities lasting over 

I her Pa (and they may even find time for some fun in the 
PS...). l 


Upon graduation in May 1987, they will join the élite group of 
managers from which the future leaders of international 
business will emerge. 


MBA Office, 4 chemin de Conches, 1231 Conches-Geneva, Switzerland. Telex 427 452, 
Telephone (Int'l + 4122) 47 11 33. Telefax (Int'l + 4122) 46 44 39. 





International Management Institute, Geneva 


Estat lished in Geneva in 1948, IMi is. an independent not-for-profit foundation with a substantial permanent faculty teaching. researching and consulting on all aspects ; 
o> Ofad vanced management for multinational companies, governments and international organizations. It provides a comprehensive ratige of general and functional 
i management education programmes: together with seminars on current issues. The MBA degree is awarded jointly by IMi and the University of Geneva. 
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Maxwell’s family are the beneficiaries, 
evidence remains elusive. This is fine 
ammunition for a takeover defence, be- 
cause shareholders of a defending compa- 
ny may feel uneasy at selling to an un- 
known purchaser. 


Return to go 

At the time of the Waddington battle, the 
City’s view of Mr Maxwell was already 
changing. The first signs came in 1983, 
when he bought Bishopsgate Investment 
Trust and persuaded some of the trust’s 
shareholders, Prudential Corporation 
among them, to accept BPCC shares for it 
instead of cash. His turnaround of BPCC, 
with profits surging in 1982-84 and again 
in 1986, has persuaded institutional inves- 
tors that his shares are worth holding. A 
further positive sign was when, in early 
1985, banks, including Hill Samuel and 
Credit Suisse First Boston, put together a 
£75m multi-currency credit facility for 
BPCC. 

Mr Maxwell’s purchase of the Philip 
Hill Investment Trust in September 1986 
promises to be a watershed. He bought 
the trust for £355m for a mixture of cash 
and BPCC shares, and sold its portfolio for 
£330m cash. Three things about the deal 
impressed the City. First, its size. Using 
investment trusts to make a disguised 
rights issue is nothing new, but this was 
the biggest ever, and passed off smoothly. 
Second, the shareholders’ response. 
More than 40% accepted BPCC shares 
instead of the cash offer, adding respect- 
ability to the share register. 

Third, Mr Maxwell dealt with some 
blue-chip names. Morgan Grenfell, one 

-ofthe choosier merchant banks, managed 
< the takeover for BPCC; then Goldman 
Sachs, one of America’s top investment 





Sunday Mirror 
Sunday People 
Scottish Daily Record 


Publishing six newspapers: 


Metromode cable TV 100% 
British International Helicopters 100% 
Stakes in other companies, see table 


banks, took £200m of the £330m Philip 
Hill portfolio for prompt resale. “If only 
all British businessmen could be like 
Robert Maxwell. . .”, Mr Robert Con- 
way, Goldman’s London boss, said after 
the deal. 

Mr Maxwell’s path remains bumpy, not 
least because his interference in takeover 
battles has made enemies. Early this year, 
he and Mr David Stevens, chairman of 
United Newspapers, bought 29% of Bri- 
tannia Arrow, a fund manager, to block a 





High stakes 
Mr Maxwell's shareholdings: 

Size: % Value: £m 
Extel 26 46 
Britannia Arrow 17 45 
McCorquodale 10.8 14 
Central TV 13.5 11 
Mercia Sound 10 0.06 





Sources: Datastream, industry estimates 


bid for it by Guinness Peat, a merchant 
bank. In May, the Takeover Panel ac- 
cused him of bidding in league with 
Demerger Corporation, a company spe- 
cially created for the task, for Extel, a 
sporting and financial-information firm. 
Demerger lost its battle for Extel, and the 
panel banned Mr Maxwell from bidding 
again for Extel until April 1987. And in 
October, Mr Maxwell tried to bully 
McCorquodale, a printer fighting a bid 
from another, Norton Opax. He bought 
10.8% of McCorquodale’s shares and 
challenged it to give him a bigger stake 
and some board-level control, or he 
would side with Norton. McCorquodale 
refused, and lost his vote. 

BPCC’s shares are still rated below those 
of other publishers, at a prospective 
price-earnings ratio this year of 10.2, 
compared with an average of 14 for 
London’s printing and publishing sector. 












One reason is that investors feel they 
not buying shares in a printing compar 
but in an erratic man. This matters 
because he will need institutional inve 
tors’ support in takeover bids: B 
publishing firms are no longer lowly r 
ed, because weaker print unions have h 
to abandon their most restrictive pra 
tices and accept new technology. 

Mr Maxwell has never won a contest 
bid, despite four big attempts. He lost t 
News of the World to Mr Rupert Murdo 
in 1969; he lost Associated Newspapers 
1982 after being blocked by Mr Robe: 
Holmes à Court, an Australian busine 
man; and he lost his two battles for Joh 
Waddington. Mr Maxwell’s three success: 
ful biggish takeovers—BPCC, the Mirro: 
Group and Hollis—were agreed bids 
in the case of BPCC, fought when 
firm’s only escape was receivership. 

















































Growth from within? 
At best, BPCC ranks 50th in the. worl 
among communications companies, $ 
Mr Maxwell has a long way to go t 
global firm with sales of £3. billi 
billion. Hie could get there either b 
expanding: BPCC and his other existin, 
firms to around six times their expected 
1986 turnover; or by buying other firms. 
Start with internal growth, and look a! 
the diagram above, which shows the firms 
Mr Maxwell controls through Pergamo! 
Press. Mir Maxwell is still basically 
printer and publisher with fairly stand: 
businesses, almost all of which are 
Britain. He runs the largest of Britain's 
small cable-Tv networks and owns a cable 
channel., Premier, but its business: is 
slumping. He has shares in three electr 
ic- data-delivery firms in America. Bu 
these “new media” businesses togethe 
account: for less than 4% of the turnove’ 
of Mr Maxwell's companies. 
Clever shifting of businesses from on 
part of the Pergamon group to anothe 
helps to create an illusion of expansion i 
BPCC, now his flagship firm. For example 
in June of this year, BPCC bought. th 
highly profitable Pergamon Journals, M 
Maxwell’s original academic journal busi 
ness, from Pergamon. This is forecast t 
add £14.5m in post-tax profits and £50m 
in sales to BPCC’s accounts in 1986. A 
by contracting printing of Mirror Grou 
Newspapers to BPCC at the beginning of 
this year, Mr Maxwell will add £115m 
year to BPCC’s sales. 
The only big and likely transfer leftis 
sell the Mirror Group to BPCC. If th 
were done at the end of next year, sa) 
with projected profits of £40m and assum 
ing a p/e of 10, Mirror Group could b 
worth about £400m and would add abot 
£300m to BPCC’s sales. =: 
Even so, not much volume growth from 
the Mirror newspapers can be coun 


78. 













































pe: -printing contracts for BPCC. But 
eet Street barons. have so-far been 
luctant to farm out their printing. 









war chest 
Reshuffling plus internal growth could 
ke BPCC to a turnover of, at most, £1 
on by 1990. So, to get where Mr 
Maxwell wants, BPCC needs to buy large 
companies in America and East Asia as 
well as in Britain. Can he afford it? 
Return to the diagram, bearing in mind 
at- both Pergamon and Mirror Group 
ẹ private firms, so there is little up-to- 
public information on their re- 
ces. Still, it is known that he can 
unt on: 
Profits of £90m-100m after tax this 
ear. Alexanders Laing & Cruickshank, a 
‘kbroker, forecasts that BPcc will 
@ post-tax profits in 1986 of £65m. 
he Mirror Group is likely to make £15m- 
jm, and Hollis about £5m. There are no 
own cash drains, nor obstacles in com- 
g years, The other small private compa- 
es will probably turn in about £5m. 
Cash and investments of at least £320m. 
h reserves at BPCC are £200m follow- 
g the purchase and resale of Philip Hill 
the other £130m was used to pay off 
bts and. buy printing machines). In 
ition, Mr Maxwell has stakes in other 
mpanies worth at least £116m. About 
alf of that is unrelated to his main 
ness and is thus plausibly saleable. 
‘Borrowing of up to £1 billion. If it was 
| at BPCC, that would leave the firm’s 
aring (the ratio of debt to shareholders’ 
ds) at a very steep 145%. Bad memo- 
‘of earlier debt may make him a bit 
ore cautious about doing this at first. 
Raising equity. This would be harder. 
Ithough BPcc’s net assets have rocketed 
‘om £147m at the-end of 1985 to £693m 
aw, following the acquisitions of’ Perga- 
Journals and Philip Hill, and its 
arket capitalisation is nearly £1 billion, 
> could not raise much through a BPCC 
ghts issue without driving his holding, 
58%, below a controlling 50%. One 
: If he were to sell the Mirror ‘Group 
BPCC for £400m of BPCC shares instead 
cash, this would push Pergamon’s stake 
pcc well above 70%. Then an equity 
about £400m would become: pos- 
: without forfeiting control. 
de ng up. these rough-and-ready fig- 
Suggests that the resources at Mr 
axwell’s disposal will total at least £2 
ion over the next few years. On paper 
least, that would easily buy Mr Max- 
ell firms with sales to bring his total 
ithin range of his lower ambition of £3 
lign.. Whether they would be profitable 
, of course, another question. 
His next contested takeover is already 
ear: Mr Maxwell is- likely to ‘bid for 








































“April 
about Elom. is vulnerable because it has. 


failed to computerise. But it will be no 
easy prey, particularly if the issue of who 
owns Pergamon Press grips investors’ 
imaginations again. 

He has already begun to buy firms, in a 
small way. He is using $117m (£82m) to 
bid for an American printing and publish- 
ing firm, Webb & Company, and $153m 
(£107m) to buy a New York printing 
company, Providence Gravure. They are 
both unfancy printing and publishing 
companies—perhaps the shells of a repli- 


.ca BPCC in America. Hollis is being 


preened into a second takeover vehicle— 
it bought a clutch of print-related compa- 
nies from Pergamon earlier this year and, 
in October, bid for two engineering com- 
panies, costing nearly £13m. 

Mr Maxwell says he intends to an- 



















n until the end of gaa fee 
but has since appointed Mr Tan Gillespie, — 
ex-chief executive of The Times to take 
over negotiations with the print unions. 
In September, Mr Maxwell brought in 
Hay Management Consultants to help to 
weed out weak managers. 

One. of his closest financial advisers 
calls Mr Maxwell a “‘spontaneous reac- 
tor”—he does things on impulse. He likes 
to juggle a stack of deals simultaneously. 
He even, itis rumoured, once successfully 
graced the tables of two ‘dinners i in adjoin- 
ing rooms at the same time without being 
rumbled. Winning a big contested take- 
over will need Mr Maxwell’s undivided 
attention: 

Mr Maxwell’s age also points to a 


ai 





Maxwell’s deals* 
1951 Robert Maxwell bought Pergamon Press for £13,000 
1969 Maxwell sold Pergamon to Leasco for £25m 
1971 Maxwell bought Pergamon back for nominal sum 
1981 Bought srce for £10m cash 
1982 Bought Hollis for £4m 
BPCC bought Odhams Printers for £1.5m and closed it 
1983 BPCC bought and liquidated Bishopsgate Investment Trust, raising £48m 
1984 Bought Mirror Group Newspapers for £113m 
Bought Rediffusion's British cable TV interests for £11m 
Brcc sold disused Odhams site to raise £20m 
1985 Made £6m profit on buying and selling 15% holding in Fleet Newspapers 
Toae ena 


BPcc bought Pergamon Journals from Pergamon Press for £239m 
BPce bid for Webb & Co, an American pub 


isher, for $117m 


Becc bought and liquidated Philip Hill investment Trust to raise £330m 
Bought British Airwa' ays Helicopters for £13.5m 


Bpcc bid $153m for 


rovidence Gravure, an American printer 


Hollis bid £4m for 77.5% of Stothert & Pitt, a crane company 
Hollis bid £8.9m for Grosvenor Group, an engineering company 





“All deals by Pergamon unless otherwise indicated 


nounce his third American acquisition 
within six months—a_printer-publisher 
with  electronic-transfer capabilities. 
Cost? He says as much as $2 billion, 
though that would almost empty his 
coffers. 


Autocrat’s legacy 

Mr Maxwell could, given a break or two, 
build his empire. But where the real 
doubts come in is whether he can manage 
it. His companies have always been one- 
man shows. For example, at BPCC Mr 
Maxwell has autocratic power through 
Pergamon’s controlling stake. Even his 


friends point to a lack of management . 


skills within. the company. “He has’ sur- 
rounded himself with yes-men’’, said one. 
Mr Kevin Maxwell, youngest of his three 
sons, has been in charge of BPCC publish- 
ing since April this year. He insists that 
his father has stepped out of day-to-day 
management. If true, not all of Mr Max- 


rethink of how to run BPcc. He is 63 anc 
not in perfect health. He must groom < 
credible manager to run his fief; even if 
he wants to remain chief deal-maker into 
his: 70s.:One rumoured: candidate is:Mr - 
David: Stevens, who. publishes the: rival 
Daily Express. He is a friend and business 
partner of Mr Maxwell, 13 years his 
junior and cast in something of the same 
mould. But he would anyway only be 
BPCC’s guardian until Mr Maxweil’s sons 
were up to the job. 

All the Maxwell offspring work in the 
Pergamon group. Kevin, the 27-year-old 
favoured son, is managing director of 
Hollis as well as running BPCc’s publish- 
ing. City investors are impressed by him. 
He has energy, a politician's charm and a 
little experience: ~ outside © BpCC—he 


worked for CBS for two years., If he is 
given the time and the room to develop, 
then Pergamon Press is set to be a Max- 
_ welldynasty. 
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How inflation caused 
recession after the big bang 


Cosmologists used not to have the foggiest notion of what happened at 
the birth of the universe. Now they do have an idea, one that is proving 
remarkably consistent. They call it the big bang, and it has nothing to do 


with financial deregulation 


Look out of the window. What you see 
reveals something rather extraordinary, 

10ugh it was not until this century that 

sientists began to’ understand it. The 
universe must have had a definite begin- 
ning in time. This is the most logical way 
to explain the fact that the sun is brighter 
than the sky. 

If the universe were infinitely old and 
had had no beginning, it would by now 
have to be in a state of thermodynamic 
equilibrium. All parts of it would be 
roughly the same temperature and bright- 
ness, because heat flows constantly from 
hotter objects to colder ones. As your 
peek out of the window tells you, the 
universe is in a state of extreme disequi- 
librium. In fact, interstellar space is at a 
temperature of only 3° above absolute 
zero (—273°C), while the centre of the 
sun is at about 20m degrees. The only 
other explanation—that matter is contin- 
uously being created, adding to the dis- 
equilibrium—has no direct evidence to 
support it. 
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Not only did the universe begin some- 
where between 10 billion and 20 billion 
years ago, but it is changing constantly. 
This should not be surprising. If it were 
static, its own gravity would make it 
collapse inwards on itself. This has hap- 
pened with the formation of galaxies out 
of clouds of dust and gas. But so persua- 
sive was the idea of a static universe (after 
all, it looks static) that when Einstein 
formulated his theory of general relativ- 
ity, he included in his equations a term he 
called the cosmological constant—denot- 
ing a sort of repulsive force between 
objects which would stop the universe 
from falling in on itself. Later he called it 
the biggest mistake of his life. 

The reason that the cosmological con- 
stant is not needed is that the universe is 
not static. Far from it: it is rushing apart 
in all directions at relative velocities 
which can exceed the speed of light (be- 
cause space itself is expanding). This 
discovery is one of three pillars on which 
the modern theory of the big bang rests. 


The main credit for discovering the 
expansion goes to an American astrono- 
mer, Edwin Hubble, who, in 1929, pub- 
lished evidence of a correlation between 
the apparent speeds of distant galaxies 
relative to the earth and their distance 
from it. Hubble measured velocity by 
calculating something called red-shift, a 
peculiar phenomenon first observed by a 
British astronomer, Sir William Huggins, 
in 1868. 

Galaxies and stars emit a wide spec- 
trum of light and other forms of radiation, 
with certain characteristic peaks and 
troughs caused by the reactions occurring 
in and around them. Most distant galaxies 
have these peaks and troughs at lower 
frequencies than expected. The reason is 
that the light is coming from objects 
moving away from the observer. The 
relative motion of a galaxy stretches out 
the light wave, making the light seem 
redder (longer in wavelength) than it 
would if it were still. Similarly, light from 
an approaching body is blue-shifted. 

The other side of the Hubble calcula- 
tion—measuring distances—is tricky. If 
you know how bright an object really is, 
you can then work out how far away it 
must be to look the way it does. The hard 
part is that “if”: it means looking for 
distant stars that seem to be of the same 
type as stars whose distances can be 
worked out independently. There are still 
bitter arguments about how big the uni- 
verse is. It depends on the value of the 
“Hubble constant”, which relates reces- 
sion velocity to distance. Some think that 
it is about 20 miles a second for every 
million light years; others think it is about 
half that. 

If galaxies really are moving away from 
each other at a rate directly proportional 
to their distance, the best explanation is 
that space is expanding uniformly in all 
directions. But do not think of bits being 
hurled outwards by an explosion. A bet- 
ter analogy would be a cake with currants 
in it, baking and swelling. Astronomers 
can find no centre to the expanding cake, 
and no edge either. 

As the galaxies spread apart, the uni- 
verse thins out. The whole universe self- 
gravitates, slowing down the rate of its 
own expansion. Extrapolating back- 
wards, it seems inevitable that there was a 
time when all the matter in the observable 
universe was concentrated into a tiny 
volume of great heat and density. Go 
back far enough and it would all have 
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n concentrated in a point of infinite: 
density, called a singularity; = 

The further back towards the big. bang 
you get, the hotter the universe becomes. 
ʻA few hundred thousand years after the 
bang, the temperature was too high for 
electrons to bind to atomic nuclei, and the 
- universe was a particle soup called plas- 
< ma. All those electrons buzzing around 
stopped the photons—the packets of en- 
ergy which carry light and other forms of 
radiation—from moving about 
freely. The universe was then 
Opaque: radiation and matter are 
“said to couple. 
Go back further into the past—to 
within about three minutes of the 
bang—and the heat becomes too 
intense for the nuclei of atoms to 
hold together. At even higher tem- 
© peratures, the quarks (which are 
thought to be the constituents of 
neutrons and protons) uncouple. 
At the Planck time (10° seconds 
after the bang), all forces and parti- 
cles would have been indistinguish- 
able. And there, for the moment, 
the journey backwards stops. A 
description of gravity in terms of 
quantum physics is lacking; without 
one, no physics can deal with such 
normous energy densities. 

That is the standard model of the 
big bang. It depends crucially on 
-Hubble’s link between red-shift and dis- 
tance, which some cosmologists question. 
‘Might the red-shifts not be caused by 
‘something else? Dr Halton Arp at the 
Max Planck Institute for Astrophysics 
near Munich argues that there are certain 
anomalies in the Hubble principle. There 
are some sources of radiation, for exam- 
ple, which appear to be highly red-shift- 
ed, and yet which look as if they are close 
to galaxies with much smaller red-shifts. 
This is implausible. If it turns out (not 
many think it will) that red-shifts are 
caused by something other than just re- 
cession, science’s picture of the universe 
would have to change. 

The big-bang theory gets more support 
from the strikingly uniform distribution 
of hydrogen, helium and a few other light 
elements throughout the universe. The 
same is not true for heavier elements like 
oxygen, carbon, sulphur, nitrogen and 
iron, These are found only near galaxies, 
andare concentrated at the centre of each 
galaxy. 

Probable explanation: the lighter ele- 
_ Ments were produced in the big bang, and 
-Spread about by it. The heavier elements 
-had to be made inside stars as the by- 
_ product of hydrogen fusion (a process 
called. nucleosynthesis, worked out by a 
British astronomer, Sir Fred Hoyle, and 
others in the 1950s). The heat of the big 
_ bang explains rather well how some 22- 
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28% of the hydrogen could be cooked 

into helium, as well as explaining the 
distribution of two other light elements, 
deuterium and lithium. 

The best evidence for the big bang— 
and the only bit which sternly resists the 
arguments of the anti-bangers—was dis- 
covered in 1964, and by accident. Dr 
Robert Wilson and Dr Arno Penzias, 
researchers at AT&T’s Bell Laboratories, 
noticed that one of their astronomical 





idea, shame about the facts 


experiments came up with a uniform and 
persistent background “noise” in all parts 
of the sky. They could not explain this as 
radiation from stars, nor as a defect in 
their apparatus, nor as an effect of the 
atmosphere. 

The answer was blindingly simple: they 
were picking up leftovers from the heat of 
the big bang. Hot bodies give off electro- 
magnetic energy: the frequency of this 
energy depends on the temperature of the 
body. Metal at 3,000°C gives off bright 
white light, while burning stars give off 
rays at the high frequencies called x-rays. 
As the metal cools, the peak frequency of 
its radiation decreases—through the 
“red-hot” to the infra-red, and ultimately 
to the frequencies known as microwaves. 
Detailed observation shows that the uni- 
verse is radiating with exactly the pattern 
of frequencies associated with a radiating 
body at a temperature of 2.9° above 
absolute zero. 

This radiation pattern is uniform—the 
best measurements show that, if it varies, 
it does so by less than one ten-thousandth 
of a degree. The only plausible explana- 
tion is that this radiation originates from 
the moment when radiation energy de- 
coupled from matter a few hundred 
thouand years after the big bang. Instead 
of being hemmed in by free electrons, the 
radiation was free to propagate through 
the universe, thinning out (ie, cooling) as 





iso. No anti-banger has yet come up _ 
with an alternative explanation for this 


-uniform.“‘background noise”. 


The microwave background, though 
good news for big bangers, posed some 
conundrums. The first is the “horizon” 
problem. It is hard to explain why the 
microwave radiation should be the same 
from. all. directions. The places from 
which the microwave radiation is coming 
were blown apart so fast that they would 

have had no chance to interact 
before the radiation was emitted: 
they are said to have been beyond 
each other’s horizons. So there was 
no way for energy to be transferred 
from hotter parts to cooler parts in 
the time available. eee 
This means that the universe had 
to be extremely uniform at the 
moment of the big bang, in order to 
be so uniform 1m years later. At 
-the same time, it had ‘to have tin 
inequalities, otherwise galaxi 
could never have started—what is 
known as the smoothness problem, 
The two conundrums used to be 
explained by a limp “things are as 
they are because they were the way 
they were.” Cosmologists would 
now like a more informative 
solution. 
There is another difficulty. The 
modern models of how matter be- 
haves at the high energies of big bang 
predict the existence of peculiar particles 
called magnetic monopoles. As the uni- 
verse expanded and cooled, the various 
particles “crystallised out”, converting 
energy into matter according to the for- 
mula E=mc’. This happens all the time in 
particle accelerators. 

It turns out that any good account of 
how the known types of matter and force 
could have crystallised out implies: that 
certain particles would have been create: 
in large numbers. They would have ha 
strong magnetic charges but only one pole 
(unlike the double poles of normal mag- 
nets) and enormous masses—~10" times 
that of the proton, or as much. as: a 
bacterium. They would not have de- 
cayed, and so ought to be around today. 
These very heavy particles would be easy 
to find, but despite every effort—hoisting 
gigantic plastic screens into space, for 
example—-none has ever been reliably 
sighted. 


Is the universe open, closed.or flat? 

If anything worries cosmologists more 
than. the remote past it is the remote 
future. The universe is known to be 
expanding, and gravity is the only thing 
which might stop it from expanding for 
ever. But is the gravitational force strong 
enough to do so? For an analogy, consid- 
er firing a rocket at a given speed off the 
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surface of a planet of unknown mass. 

If the planet is light enough, the rocket 
will escape completely, since the deceler- 
ation due to gravity declines in proportion 
to the square of the distance it acts over 
(like the brightness of a beam of light). If 
the planet is heavy enough, its gravity will 
quickly slow the rocket down and bring it 
crashing back. The boundary between the 
two is the abstract case where gravity is 
just strong enough to slow the rocket 
down to zero, but at an infinite distance. 

Now, for “planet” read “universe”, 
and for rocket read “galaxies”. The Hub- 
ble law tells us how fast the universe is 
expanding (roughly). What is not known 
is how fast that expansion is slowing 
down. To work it out, only one fact is 
needed: how dense the universe is. There 
is a “critical density”, which turns out to 
be about three hydrogen atoms for every 
cubic metre of space, for the universe as it 
`- now. If the universe is denser than this, 

en it will eventually collapse (the “big 
crunch”); if it is less dense, it will not. 

If the universe is balanced on the knife 
edge, it is said to be “flat”. The imagery 
comes from Einstein’s theory of general 
relativity, which says that gravity can be 
thought of as distorting space in extra 
dimensions. A flat universe is like a 
plane—the standard, Euclidean geometry 
of ordinary experience. A closed universe 
is the analogue of the surface of a sphere, 
which is finite though unbounded. An 
open universe is one with hard-to-visua- 
lise negative curvature. 

So, how dense is the universe, on 
average? Unsurprisingly, this is rather 


f nan 
Einstein was relatively right 


hard to measure. One thing that is clear is 
that there are not enough stars to close 
the universe. Estimates based on galaxy 
counts and some rather imaginative as- 
sumptions indicate only about one-fiftieth 
of the density needed to do it. 

But it has been believed since the work 
begun in 1977 by Dr Vera Rubin and 
others at the Carnegie Institution of 
Washington, DC, that visible star-matter 
is only a fraction of the total matter in the 
universe. By looking at the rotations of 
spiral galaxies, Dr Rubin concluded that 
they had more mass than meets the eye. 


Into the encircling gloom forever 


The “big crunch” may sound unpalat- 
able, but at least it includes the possibili- 
ty that the universe could bounce back 
and start again. The alternative is much 
more depressing. If the universe is 
open—and most calculations still suggest 
that it is—it is destined to expand for all 
eternity. The stars will eventually burn 
out. Typical stars, like the sun, burn for 
only about 10 billion years. Larger ones 
burn faster and smaller ones last longer, 
but death comes to them all in the end. 
The sun is already middle-aged. 

Within 10° (one trillion) years, all 
stars will have become white dwarfs, 
neutron stars or black holes, depending 
on their original size. But none of these 
states is permanent. White dwarfs and 
neutron stars radiate away their energy 
as they continue to burn. A thousand 
trillion (105) years from now, all the 
white dwarfs—lumps of cooling iron, 
essentially—will have become “black 
dwarfs”, at a temperature of 5°K (above 
absolute zero). Neutron stars reach a 
temporary plateau of 100°K in 10” 
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years. These dead stars will clump to- 
gether under mutual gravitation and cre- 
ate black holes with the masses of entire 
clusters of galaxies. After 10°° years, 
most theories predict, proton decay will 
have annihilated any remaining atoms. 

Not even black holes can resist the 
march of time. Dr Stephen Hawking 
showed in 1974 that quantum effects 
ensure that black holes will radiate their 
energy away, too—though slowly. Even 
the largest black holes will have radiated 
away all their energy after 10° years. 

All that will remain will be photons 
and neutrinos, the earliest particles to 
have been created in the big bang. These 
will continue to thin out as the universe 
expands and its temperature falls. At the 
moment each cubic metre of space con- 
tains, on average, a couple of atoms, 10° 
photons and about the same number of 
neutrinos. As the age of the universe and 
its size approach infinity, it will become 
infinitely tenuous and infinitely close to 
absolute zero. Perhaps God really is 
working his purpose out. 
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“Dark matter” must be present, she 
claimed, and it must be distributed fairly 
regularly throughout space. 

Candidates for what “dark matter” 
might be are thick on the ground. Some 
maintain that the ghostly neutrino (a 
massless particle which seems to be unaf- 
fected by any known force, and so has 
never been directly detected) might after 
all have a tiny mass. Neutrinos are 
numerous—about a billion times more of 
them than of protons and neutrons com- 
bined—so they would add up to a lot of 
mass. Other theories invoke massive “‘su- 
persymmetric” particles—as yet unob- 
served. More prosaic ones talk about 
minute particles of dust. 

The required amount of dark matter, 
however, seems to bump the universe’s 
density up to only about 20% of what is 
needed to close it. Work just published by 
Dr Edwin Loh and Dr Earl Spillar of 
Princeton University in America has pro- 
duced an estimate for the universe’s den- 
sity of about 90% of the critical amount, 
though the margins of error are rather 
wide. Their ingenious technique is based 
on an attempt to measure the curvature of 
the universe by counting the number of 
galaxies at various relative distances. 

The fact that the universe is so nearly 
flat is itself remarkable. For it to be this 
flat now, it can be shown that it must have 
been far flatter immediately after the big 
bang. It would have to be flat to within 
one part in 10'° one second after the big 
bang. This is the sort of improbability that 
bothers cosmologists. Some argue that it 
ought not to. They would certainly not be 
around to wonder about the universe’s 
curvature if it had been much more or 
less; the universe would either have col- 
lapsed immediately or blown itself to 


83 


g; 





y 
7 


HAN 


fe 
} 
b 
Ve 
S 
| 
A 


EEEN 


rrr. 
Ps 


se a oa 


"= b- .. 


ST OP rN 





b 
t 


RT. s alae 
‘SCIENCE AND 





7 F 
wa 


TECHNOLOGY 


smithereens. 

One theory seems to offer a solution to 
plenty of cosmology’s problems. In 1981, 
Dr Alan Guth of the Massachusetts Insti- 
tute of Technology came up with an 
original notion which has been seized on 
by physicists from Georgetown to Gorky. 
Unfortunately it is hard to verify. 

Dr Guth postulated a violent period of 
expansion very early in the universe’s 
life—starting at around 10°% seconds af- 
ter the big bang and affecting only a tiny 
part of a still-tiny universe. It did not last 
long—as little as 10°? seconds or so. In 
that time, the diameter of the universe 
increased by a factor of around 10°’. 

The period of inflationary growth end- 
ed almost as soon as it began, and its 
massive release of energy has driven the 
universe’s expansion ever since. If infla- 
tion really did happen, many of the cos- 
mologists’ worries are settled. The ab- 
sence of monopoles is no great mystery 
because the region which undergoes infla- 
tion is so tiny that there is only a slim 
chance that it contained any monopoles. 

Inflation also banishes the flatness 
problem. No matter what shape the uni- 
verse is in when inflation starts, the 
expansion drives it towards flatness, rath- 
er as the inflation of a balloon makes its 
surface flatter. In fact, the inflationary 
theory predicts that the universe must be 
flat to better than one part in 10,000—a 
testable prediction. 

Inflation also answers the horizon 
problem. At the time inflation began, the 
area which inflated was microscopic and 
so capable of being in thermal equilibri- 
um. The relatively smooth process of 
inflation will have kept that equilibrium 
intact. Yet the inflation theory does pre- 
dict the existence of those fluctuations— 
arising mainly from irregularities at the 
quantum level—which are needed to ex- 
plain the birth of galaxies. 

It cannot do so precisely until it is 
known which of several “grand unified 
theories” is right. These GUTS are nearly 
ready to explain how all the forces except 
gravity and all the known particles are 
knitted into a single framework. Such a 
braiding of forces and particles is appar- 
ent only at high energies, which is why 
GUTs are relevant to theories about the 
monstrously high-energy early universe. 

What appeals about the inflation the- 
ory is that almost all the arbitrariness is 
taken out of the early stages of the 
universe. The distinctive features of the 
universe turn out not to be the result of 
good fortune, but rather the inevitable 
consequences of a process which can 
occur anywhere in the immediately-post- 
big-bang universe and is not sensitive to 
its critical condition. The process may 
have happened in several regions, just 
Possibly giving rise to a multiplicity of 
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similar universes. 

How exactly does inflation work? Infla- 
tion theorists argue that the early uni- 
verse got trapped in the wrong state by its 
own cooling. Water, as it cools, naturally 
changes state at 0°C. But physicists have 
known for a long time that if it is cooled 
rapidly—or “‘supercooled”—it can end 
up at more than 20° below its freezing 
point and still stay liquid. It is then out of 
phase. Given the right encouragement it 
will change phase rapidly, releasing a 
great deal of “latent” heat. 

In the case of inflation, the universe 





supercools by dilution as it expands after 
the big bang, and a force field called the 
Higgs field gets trapped in the wrong 
state. If it could, the Higgs field would 
prefer to be in a lower-energy state, just 
as water prefers to find its lowest level. 
There are a number of theories about 
this process, most notably those of Mos- 
cow’s Dr Andrei Linde and Philadel- 
phia’s Dr Paul Steinhardt. All of them 
rely on the fact that sooner or later the 
energy trapped in the Higgs field will 
have to be released. When it is, a vast 
amount of energy suddenly becomes 
available, and it is this which drives the 
inflation. Once the universe has finished 
switching states and the Higgs field has 
reached its proper level, inflation ends. 
Expansion and cooling continue. 
Another hope for the inflation theory is 
that a version of it will offer a solution to 
the most fundamental of all questions: 
what caused the big bang itself? Nobody 
has ever been happy with having to postu- 
late it as an uncaused event. If that were 
possible, then why should not uncaused 





events occur all the time? That, indeed, is 
the thrust of the anti-establishment “con- 
tinuous creation” cosmology of Dr Jayant 
Narlikar of the Tata Institute in Bombay 
and Sir Fred Hoyle. Creation, they argue, 
could be occurring all the time at the 
centres of galaxies. This view has difficul- 
ties explaining the microwave back- 
ground, though it could account for the 
expansion and the disequilibrium. 

One slightly fanciful view about the 
genesis of the big bang runs as follows. A 
version of the uncertainty principle per- 
mits energy to be “borrowed”, literally 
from nowhere, so long as it is paid back 
promptly. The only rule is that the 
amount of energy borrowed, multiplied 
by the time interval it is borrowed for, 
must be less than a tiny number called the 
Planck constant. 


The cosmic debt 

Could the universe have thus been bo` 
on borrowed time? The idea depends 
the assumption that the universe has zero 
net energy, which may seem odd. If so, 
then the universe could have been created 
out of nothing and be capable of lasting 
for ever. Clearly, the universe has lots of 
energy locked up in the form of matter. 
Balancing this is negative gravitational 
potential energy. Why negative? As an 
object moves nearer to a gravitating 
body, like the earth, its potential energy 
gets less. As it moves farther away, it gets 
larger. But when it is an infinite distance 
away, its potential energy must be zero. 
So, as something moves towards earth 
from an infinitely long way away its 
potential energy must get less than zero— 
ie, go negative. 

There are reasons for thinking that this 
gravitational potential precisely balances 
the positive mass energy. As the universe 
expands, its mass energy decreases (it is 
cooling down), but its gravitational p 
tential is getting larger (objects are mc 
ing farther away from each other). Dr 
Alexander Villenkin of Tufts University 
in Massachusetts and Dr Stephen Hawk- 
ing of Cambridge University have both 
recently attempted to work out how such 
a universe might pop into being. 

Both theories rely on inflation. If the 
universe did pop into existence, it ought 
to have collapsed quickly under its own 
massive gravity. It is precisely this col- 
lapse which inflation may have fore- 
Stalled. Not all of the proto-universe 
would have inflated. But bits of it, ac- 
cording to Dr Guth, are likely to meet the 
conditions for inflation. The lives of these 
lucky parts of the proto-universe could be 
prolonged to the tens of billions of years 
which are necessary for carbon to be 
nucleosynthesised, and for intelligent car- 
bon-based life forms to evolve and be- 
come cosmologists. 
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Schlesinger 


THE CYCLES OF AMERICAN HISTORY. By Arthur M. Schlesinger, Jr. 


Houghton Mifflin. 512 pages. $22.95 


ke any attempt to impose a pattern on 
the course of human events, the idea that 
history is governed by cycles demands to 
be viewed with a degree of scepticism. 

The cyclical concept has implications of 
inevitability, if not of predestination. 
Real life is, indeed, marked by periodic 
change, by action and reaction, move- 
ment and pause; tragedy repeating itself 
as farce, and farce as tragedy. But none of 
those is necessarily a cycle; the shape you 
see is influenced by personal feelings 
about what matters. 

Mr Arthur Schlesinger is not a scholar 
exclusively. He has always been active, 
and emotionally involved, in Democratic 

< politics. He worked in the late Adlai 

§tevenson’s presidential campaigns, and 

cto President Kennedy he was both. 

-special assistant and a friend. I 








“respect, this book is a search for what has 


_ gone wrong in his politcal world. 








He defines his cycle as “a continuing 
shift in national involvement, between 
public purpose and private interest”, a 
formulation not very different from that 
used by his father (also named Arthur M. 
Schlesinger) in “Paths to the Present” 
(1949): “A period of concern for the 
rights of the few has been followed by one 
of concern for the wrongs of the many.” 
In each example, the definition of the 
cycle reflects the author’s political 
preference. 

The senior Arthur M. Schlesinger was 
refining in that book the theory he had 
put forward in a lecture in 1924 and in a 
paper, “Tides of American Politics”, in 
the Yale Review in 1939. The idea of a 
historical ebb and flow, essentially an 
automatic and predictable process, per- 
sisted in-his writings. His. son, whose 


: approach to historical analysis. has usually 


been quite different, appears to have 





returned to the father’s teaching. a 

The historical cycle, says the son now, 
is self-generating: “It cannot be deter- 
mined, short of catastrophe, by external | 
events.” This is quite a severe criterion 
for identifying a cycle, at any rate when 
applied to the present century. One great 
change that might be regarded as. cyc 
cal—the American rejection of Wilsonia: 
liberalism—followed upon an external 
event, the first world war. Another, the 
recent collapse and present dormancy of 
the Democrats as a presidential party, cat 
be traced directly to Vietnam. 

For Mr Schlesinger junior, particularly, 
a cyclical view of history is a change. 
History, for him, has generally been 
made by people, not cyclical forces; most 
of his books, from “Orestes A. Brown- 
son” (1939) onward, have been construct- 
ed around personalities. At the front. of- 
the first volume of “The Age of Roose- 
velt” (1957), he put a quotation from 
Emerson: “Every revolution was first a 
thought in one man’s mind.” 


“The Cycles of American History” isa 


series of essays incorporating large 
amounts of material from the author's. 
journalistic and other writings over nearly 

20 years. The material has been rewritten. 
and reorganised into a coherent whole, a 

statement of where the author now feels 
that he stands on the themes of American | 
history which he regards as central. A 
first section, concerned with definition, 
looks at American history as a peculiar 

experiment in nationality, and then res. 
examines that history for evidence of its 
cyclical character. The second section 
expounds in five essays the complexities 
and contradictions of America’s relation- 

ship with the outside world. The third 

looks at the problems of American gov- 
ernment and politics. 

Throughout, a wealth of thoroughly 
annotated quotation and allusion brings - 
the intellectual history of the republic and 
the evolution of the American society . 
alive. Mr Schlesinger reassesses: Eisen- 
hower’s presidency in a thoughtful, tem: 
perate way that corrects some of the 
recent sensationalism. While he defends, 
as was to be expected, President Kenne- 
dy’s record against the fashionabie hostile. 
revisionism, he now concedes a much- 
disputed. point against his friend: that 
permitting the American commitment in 
South-East Asia to grow, against his own 
better judgment, was “the fatal error of 


his presidency”. 









‘syria 
Assad's fief 


: SYRIA UNDER ASSAD. Edited by Moshe 
Maoz and Avner Yaniv. Croom Helm in 
association with the Gustav Heinemann 
Institute of Middle Eastern Studies, 
University of Haifa. 273 pages. £25 

















Serious studies of Syria are rare in the 
< West but this is, alas, a good example 
only of the kind of book which is not so 
good: the academic study-on-the-cheap. 
A university or institute arranges a sym- 
posium at which academics read papers 
zon a theme of contemporary political 
concern; the university then sells the 
papers for a modest sum to a publisher, 
who then, hey presto, edits them into a 
book. With a minimum of effort and 
_ expense, the publisher gets a book, the 
institution gets some money and prestige, 
and the academics see their papers in 
print. Everyone is happy, except the 
reader. The subject matter of such books 
‘may whet the appetite but the treatment 
tends to be diffuse and uneven. 
For all that, at a time when the implica- 
tions of Britain’s severing of diplomatic 
ties with Syria are being worked out, this 
study has claims upon readers’ attention. 
‘The writers have done a decent job ex- 
plaining some aspects of Syria and pro- 
vide a few useful facts (which are already 
becoming dated). The book, however, 
suffers not only from the usual complaints 
“of such collections but from the further 

















big drawback of comprising essays on an 
Arab country by Israeli academics. Syria 
is unremittingly hostile to Israel (and vice 
versa), so, though there is no obvious 
bias, there is, inescapably, a tilt. More- 
over, the two countries are at war, even if 
the fighting comes only occasionally, so 
the studies are conducted at long range 
and second-hand. 

This enforced divorce from immediate 
reality could be one reason that the 
author of one essay, on relations between 
Syria and Iran, writes: “It appears that 
Syria has little reason to fear an Iranian 
victory in the war against Iraq.” A 15- 
minute conversation about the Gulf war 
with an intelligent Syrian would be 
enough to convince anyone that Syria is at 
least as scared of the prospect of an 
Iranian victory as an Iraqi one—perhaps 
even more so. If Iran won, Syria would be 
pincered between an Islamic Iraqi repub- 
lic and an autonomous Islamic area in 
Lebanon, an uninviting prospect for the 
“socialist, secular” regime in Syria. 

Only a few of the authors (and then 
only in passing) mention that, in political 
terms, there is no such thing as a govern- 
ment representing the “Syrian nation”. 
For the past 20 years, the country’ has 
been the fief of the Alawite sect to which 
President Assad and the men who wield 
power belong. The knowledge that they 
belong to an esoteric, heterodox, politi- 
cally unrepresentative and unpopular mi- 
nority largely determines the internal and 
foreign policies of Syria’s Alawite rulers. 
For whatever reason—the sheer oddity of 
it (as if Britain were ruled by freemasons) 
or the lack of direct contact—these Israeli 
scholars miss or underestimate the basic 
fact of Syrian affairs. 


Michael Powell 
The red faces 


A LIFE IN MOVIES. By Michael Powell. 
William Heinemann. 705 pages. £15.95 





Michael Powell, whom some regard as 
Britain’s greatest film maker, was long 
unrecognised in his own country. Though 
the late Caroline Lejeune, doyenne of 
British film critics, called him a “red-hot 
talent shot molten into the world”, phleg- 
matic Britons preferred the pale ale of 
realism to Mr Powell’s heady cocktail of 
sex, chauvinism and surrealism. “Peeping 
Tom” {a picture released in 1960 about a 
cameraman who films the death throes of 
the women he murders) caused such 
uproar that the director of ‘The Life and 
Death of Colonel Blimp”, “The Red 
Shoes”, and “Black Narcissus’ found 
himself unable to get work in Britain. It 


took the new generation of American film. 






































A glimpse of Blimp 
makers, like Martin Scorsese and Franc... 
Ford Coppola, to rediscover and adopt 
him as a kind of patron saint. Installed as 
resident guru at Mr Coppola’s Zoetrope 
studios, and. with his. films lovingly. re- 
stored to their former Technicolor glory, 
Michael Powell, in his 80s, is enjoying an 
Indian summer of belated recognition. 

All his films between 1939 and 1956 
were written, produced and directed in 
partnership with Emeric Pressburger, a 
Hungarian fugitive from Nazism. Their 
company was called The Archers and 
their logo, an arrow thwacking into a 
Technicolored target, became a guaran- 
tee of quality inthe British film industry. 
Who did what? Pressburger, it seems, was 
the writer, Mr Powell the director; the 
steep decline in Michael Powell’s later 
work may have been due to the dissolu- 
tion of the partnership. 

He is, in his own words, “an uncom- 
fortable person to have about’. T 
autobiography shows why. For a start, .. 
is as undisciplined and quixotic as his 
films. Some 700 pages long, it still takes 
the tale only to 1948 (a second volume ‘is 
half written). Mr Powell makes no secret 
of his readiness to use and discard any- 
body and anything in his ambition to 
“impose his view of the world upon any 
audience he can get”. The book is a litany 
of faithful collaborators—cameramen, set 
designers, composers—whom he had no 
compunction about sacking when he felt 
they had served their purpose. © 

Mr Powell calls the Spanish ‘surrealist 
Luis Bunuel his model but, “Peeping 
Tom” apart, the connection is tenuous. 
What Michael Powell was after and 
worked steadily towards was something 
unique in the cinema—a visual and aural 
experience akin to opera and ballet. The 


“plots of “Black Narcissus” or “The Red 


Shoes” are as trite as many an opera 
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others out of date. The volume acts upon 
the scholarly theories of the intervening 
decades and goes back not to existing 
edited editions but to original manu- 
Scripts and early editions. It gives two 
versions of “King Lear” (in one, Lear’s 
mock trial of Goneril and aia has 
been cut); “Hamlet” comes in an 
unfamiliar text which shows the 
play as aree, company 
probably performed it, rather 
than as he first wrote it. The new 
“Complete Works” will in turn 
become the starting point for 
more scholarly research but is 
such a bargain that even students 
will be able to afford it. 
The editors are Messrs Stanley 
Wells and Gary Taylor. Mr Wells 
runs the Shak department 
set up by OUP in 1978. This has so 
far cost the publisher £1.2m, ex- 
cluding the cost of oben Pray 
book. Mr Taylor won some fri 
lous attention last year when (to 
caricature the event) his computer 
“discovered” a new poem, “Shall 
I Die?”, by the bard (included, 
naturally, here). Many people— 
including Messrs Wells and Tay- 
lor—laughed at the idea that liter- 
ary criticism might be done by 
computer. But computers have 
| made the chores of editing easier. 
' Rhee first printed editions of 
ur’s (sic) poems date from 
139 or 1594, the first plays from 
1594, near the beginning of his career. 
The plays were considered to be ephem- 
era and were usually printed in a gmr 
quarto format (a small booklet, wit 
each sheet folded twice). Many contem- 
porary editions were published by pi- 
rates who would see a play three times 
and publish as much of it as they could 
remember. The first published edition of 
“Hamlet”, for instance (the 1603 “bad 
quarto”), includes these lines: 

To be, or not to be, I there's the point, 

To Die, to sleepe, is that all? I all: 
“Substantive” editions, based on origi- 
nal manuscripts, are more useful than 
“derivative” ones taken from early print- 
ed copies. Only a single “substantive” 
folio exists—the large-format volume, 
with pages folded only once, published 
in 1623, the year of his death. For a 
handful of plays—"“Henry IV, Part 
Two”, “Hamlet” and “Othello”—two, 





THE ECONOMIST NOVEMBER 1 1986 


anero are even more disagreements among ona ee eae scholars than 
that on bie marriage lloenos)” A new “Cormplete Works 
new “ p orks” sums up a 
generation of Shakespeare scholarship 
endl new edition of William Shake- i i ive. 
’s Complete Works (Oxford Uni- , y ins. 
aras Press, £19.95, available in Ameri- : 
ca from OUP), is the first edition to be 
published by our since 1891; it makes all 


own name (it was 


contrasting substantive sources survive 
For the rest, only one apiece remains 
Even the manuscripts are far from pure 
There are “foul” papers (early, working 
manuscripts); the subsequent “fair” 
copies have often been sullied by the 
vagaries of scribes; sometimes, the edi- 
tors must allow for revisions made by the 
author himself. 

Ploughing through all this evidence 
over the years, previous editors, who 
have included Pope and Dr Johnson, 





have muddied as much as they have 
clarified. Thus the need for a new 
edition. 

But when the most reliable primary 
sources contain different wordings for 
the same passage, the editors must arbi- 
trarily choose one. This is where com- 
puters can come into their own. Comput- 
ers can make the choice less arbitrary by, 
say, comparing the frequency with which 
words in dispute are used in other Shack- 
espare (sic again) plays, giving a reason 
to choose the more commonly used one. 

This new edition gets its special char- 
acter from correcting a welter of small 
textual errors. But this is not to say it has 
been compiled by automatons: comput- 
ers cannot be programmed to take the 
sometimes painful, but mostly sensible, 
decisions of the editors, who describe 
their detective work and decision-mak- 
ing in a volume to accompany the new 


BOOKS AND ARTS 


edition, William : A Textual 
Companion. This is due to be published 
by OUP next spring. 

Differences between texts have usual- 
ly been seen as the result of mistakes in 
later transcripts. But Mr Taylor thinks 
that plays may sometimes have been 
changed—for better or worse—by the 
author himself. Take one example. In 
1606, “An Acte to Restraine Abuses of 
Players” made illegal the use of God's 
name on stage. Playwrights obeyed the 
law not only in their subsequent writing 
but, sometimes, by rewriting earlier 
works. Messrs Wells and Taylor, disap- 
proving of this putative self-censorship, 

ave put back some exchanges that were 
not in the substantive folio of 1623 
but were in editions printed be- 
fore 1606. Of course, some of 
Shankspear’s works have disap- 
peared. One play attributed to 
him in contemporary accounts, 
“Love’s Labour’s Won”, and 
“Cardenio”, attributed to Shake- 
speare and John Fletcher (which 
formed the basis of a restoration 
tragi-comedy called ‘Double 
Falsehood”), have vanished. Nor 
is the poem, “Shall I Die?”, the 
only Shakespearian work whose 
authorship still causes scholarly 
rows. In 1954, an American aca- 
demic, Mr Ephraim Everitt, said 
that a second-rate Elizabethan 
play called “Edmund Ironside” 
was by Shakespeare. This claim 
has been resuscitated by Mr Eric 
Sams, a retired civil servant who 
has edited and liberally annotated 
the play in a printed edition, Ed- 
mund Ironside (Fourth Estate, 
£25). 

Much of his argument is based 
on the assertion that a scene in 
another Shakespearian play of 
doubtful authorship, “Sir Thomas 
More”, was written by the bard. This 
theory, disputed for years, has gained 
enough credence that the passages are 
included in the new Oxford Shake- 
speare, albeit with an introduction that 
admits the remaining doubts. (Also in- 
cluded in the new edition are “Henry 
VIH”, correctly entitled “All Is True”, 
by Shakespeare and Fletcher, and “The 
Two Noble Kinsmen”, by Fletcher and 
Shakespeare.) 

Mr Sams argues that the circumstan- 
tial evidence for Shakespeare’s author- 
ship of the lines in “Sir Thomas More” is 
no stronger than the evidence that would 
identify Shakespeare as the author of 
“Edmund Ironside”. Maybe. But “Ed- 
mund Ironside’’—full of ungainly expo- 
sition and gory on-stage mutilations— 
sounds like a spoof from an undergradu- 
ate cabaret. It fails to find favour with 
Messrs Wells and Taylor. 
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libretto, but linked to Michael Powell’s 
romantic images, kitsch often comes close 
to art. 

It is hard to warm to Mr Powell partly 
because he is outrageously immodest. 
When he crossed swords with the actress 
“Pamela Brown, theirs was “a battle of 
‘great minds”, He claims total recall, 
thanks to “that great head of mine, whose 
memory box is so much more reliable 
‘than a computer” (but gets wrong, among 
other things, the name of the film on 
which Robert Flaherty and F. W. Murnau 
















worked together). And does a gentleman 
name his mistresses in public? About the 
distinguished actresses of his acquaint- 
ance, Mr Powell leaves nary a bean 
unspilled. Thrice married, his trouble, as 
he sees it, was that he was irresistible. 
Fortunately, he never let his heart rule his 
head on the set. Otherwise, he says, he 
would have made love to one of his most 
famous leading ladies: “It would have 
improved her performance.” No ques- 
tion, of course, that she would have 
welcomed the experience. 















































ARTS 


between art and crafts 


Amish, Shaker and Oneida commu- 
es set the precedent of living with self- 
sufficient modesty on some of America’s 
ichest land. Their crafts emphasised 
eir piety, while their wealth accumulat- 
under them—a model for the Ameri- 
can Craft Museum, which has. just re- 
ned as.a four-floor condominium in 
30-storey headquarters of a financial- 
“services group, E. F. Hutton, just across 
from the Museum of Modern Art 
(MOMA). 
< The:idea of combiuing museum space 
and commercial property was pioneered 
in the 1960s by MOMA and has since 
` spread round the world. New York is now 
seeing a new twist to this old story: 
| putting outposts of museums in the lob- 
_ bies of office buildings. The headquarters 
_of a tobacco giant, Philip Morris, on 42nd 
Street boasts a branch of the Whitney 
Museum of American Art. The Whitney 
-also has a branch in the new Equitable 
wilding on 7th Avenue, near a seedy part 
Broadway. 
In this case, the insurance company is 
hoping that the museum will raise the 
_tone—and the real-estate values—of the 
area. In the case of the craft museum, 
_ however, the museum does not exist just 
on the suffrance of the commercial inter- 
est. The craft. museum’s old headquar- 
, a cramped townhouse,had to be torn 
down to make way for E. F. Hutton’s new 
building. The price of allowing this was a 
deal by which the museum got four times 
as much space as it had previously had 
lus $750,000 towards its renovation. As 
he museum's director, Paul Smith, puts 


Cathedral of craft 


NEW YORK 


The American Craft Museum is a pioneer twice over: it shows a new 
_relationship between museums and business, and blurs the difference 


tween crafts and art is that crafts have a 
practical function and art does not. The 
inaugural exhibition at the craft museum, 
however, demonstrates that American 
crafts are no longer confined to the practi- 
cal. Stephen Smyers’s elegant “Vienna 
Wine Goblets” are usable, to be sure, but 
hardly worth using to toast anything but 
their own value. Decorative pieces, like 
Claire Zeisler’s hemp “Tri-Colour Arch” 
or Jon Brooks’s fanciful seatless chairs 
are made of materials that commonly 
have practical uses—wood, clay, sia ak 


of Gansu pots and Tang tripods 


FROM OUR CHINA CORRESPONDENT 


To export works of art from China you 
need a special red wax tag from the 
government. If you do it legally. But for 
years, expert smugglers have overlooked 
socialist formalities, routinely moving 
job-lots of antiques across China's sleepy 
southern border with the Portuguese 
enclave of Macau, or by boat to eager 
dealers and collectors on Hongkong’s 
well-trodden Hollywood Road. 

Usually, someone lucky enough to 
stumble on, say, an increasingly rare 
Ming vase does not boast about it, but 
this month even avid collectors began to 
worry out loud. A big illegal shipment of 
neolithic clay pots—a few of high enough 
quality to put in a museum—turned up in 
Hongkong from the northwestern prov- 
ince of Gansu, one of China’s rougher 


pioneering outposts. The worries are” 


that the eagerness of illegal excavators in 
China’s poorer hinterland is glutting the 
market and pushing down the value of 
existing collections, while forgers may be 


| encouraged if the smuggling gets out.of. 


iron, cloth—but are n 
here. 

Along with new dpo for traditional 
materials, the craft museum shows new 
materials with old shapes, like Katherine . 
Westphal’s kimono made of multi-col- 
oured. Xeroxes of travel snaps or, Dina 
Barzel’s:‘‘Green Egg” of hand-made pa- 
per fashioned from wool, silk and flax 
fibres. Mr Smith, who organised the exhi- 











An incisive design 


bition, says he was looking for modern. . 
interpretations of old craft subjects, like 
Phillip Baldwin’s steak knives in different. 
woods with watered-silk designs on tl 
metal surfaces. 

The works in the exhibition all come. 
from the 1980s. Mr Smith says he was. 
surprised by the sophistication.of the 
modern craftsmen whose tables, music. 
stands and fences show a highly accom- 
plished workmanship: combined with . 
elaborate designs. Wendell Castle’s hemi- 
spherical clock and a table by Bob Trot- 
man in the shape of a man demonstrate 
the irony of craft being too highly crafted 
to relegate to use, though useful just the. 
same. Or is it just that New York's 
voracious art market has created a new. 
set of collectable objects, complete with. 
their own i 






hand. 
The government is constantly trying to 
stop the drain of relics, and for more 
than a decade has siphoned off the best 
discoveries for museums or careful sale | 
on the international art market. The | 
question of conserving what is left is a 
point of political as well as artistic pride, 
partly because the largest collection of 
China’s historical treasures is in Taiwan, 
spirited away before 1949 by curators 
loyal to Generalissimo Chiang Kai-shek. 
The communist government says that 
last year it thwarted more than 10,000 
attempts to smuggle relics out of China. 
It found that villagers in Qinghai had 
plundered ancient tombs in teams: Lorry 
drivers were stopped at the Hongkong 
border with a load of Tang tripods. But 
nt crackdowns matter less to 
diggers than a quick buck on the 
Hongkong market. As long as peasants 
want to profit th ves rather than the 
state from their finds, the govern- 

t on its hands. 





















Why the Chairman of Grand Metropolitan 


has been quietly investing in The Folio Society 


As Chairman and Chief 
Executive of Grand 
Metropolitan, Stanley 
Grinstead controls a £5,000 
million empire which includes 
Watney Mann and Truman 
Brewers, Express Dairies, 
Mecca Leisure, Berni Inns and 
Intercontinental Hotels. Not 
to mention a host of other 
operations in the United States 
and throughout the world. 

But at 9.00 p.m. - or 
whenever he returns from the 
office — Stanley Grinstead 
turns from businessman to 

klover. “There is nothing 

re satisfying than settling 

down with a first-class book — 
especially if it’s attractively 
bound and printed,’ he 
comments. That’s why he 
joined The Folio Society. As a 
member, he can take his pick 
from over 140 individually- 
designed volumes covering the 
poe eran ao ae te 

istory and biography. Every 
Bick comes in 5 p 2 slip- 
case, often itself beautifully 
decorated. 

‘I first became a member of 
The Folio Society in 1958, 
when I purchased Southey’s 
Life of Nelson. Now, after 
nearly thirty years, my library 
contains more than 300 Folio 
publications, many of which, 
no doubt, have increased in 
"ye over the years.’ 

Jowever, there’s more to 
ine Folio Society than 
attractive books. ‘What I like 
about the Society’, says Stanley 
Grinstead, ‘is that they pay as 
much attention to the content 
of their books as to the manner 
in which they are produced. Of 
course they look nice on one’s 
shelves — “no furniture so 
charming”’, in the words of 
Sydney Smith — but there’s 


E ee ee ee å å å å å å å å å å åå oe 
To: The Membership Secretary, The Folio Society Ltd, 202 Great Suffolk Street, London SE1 1PR, England 


i I am interested in joining The Folio Society. Please send me a free copy of 
Chambers Biographical Dictionary as my Presentation Volume. If I decide to 
ï become a member, I will send on my order for four books chosen from the full 
list in the 1987 Prospectus. Otherwise, I will simply return Chambers Bio- 

{ graphical Dictionary and owe nothing. As a member, I understand that I can 
return any book if not completely satisfied, FOS6 


i N.B. UK residents can use our FREEPOST address: 
The Folio Society, FREEPOST, 202 Great Suffolk Street, London SEi 6PB 





Di Members of the Society 

Vs i a> i simply select four books a year 

: j "a FS TE from our complete list of over 
: arag 130 current titles, For an 

average price of just £14.50 

each. 

After joining, members are 
treated with unusual respect. 
‘The Society doesn’t plague 
me with communications. But 
once a year they send me a free 
Presentation Volume to add to 
my collection, and I receive 
quarterl; copies of their 
excellent literary magazine, 
Folio, free as well. 

‘My colleagues often ask me 
how I manage to read so many 
books,’ says the Chairman of 
Grand Metropolitan. ‘My 
response is that in order to 
survive the pressures of 
modern living we all need 
access to a quieter, more 
reflective life’ 

We couldn't have put it 
better ourselves. Why not join 
The Folio Society today and 
discover the pleasures of fine 
reading? It’s simple enough - 
however busy you may be. 

Just complete the coupon 
within fourteen days for your 


p 





more to it than that. They are 

enduring works of literature, 

to be read again and again.’ 
Among ae titles in our 


illustrated by Peter Brookes; 
Boswell’s lively London 
Journal; and the latest volume 
in the Folio edition of 


current list are A. G. 
Macdonell’s classic comic 
novel, England, Their 


Gibbon’s Decline and Fall of 
the Roman Empire, bound in 
buckram, with sixteen pages of 


copy of Chambers 
Biographical Dictionary, the 
full Folio Prospectus, and 
details of how to join. 


England, delightfully 


YOURS FREE NOW... 
Chambers Biographical Dictionary is 
an indispensable reference book and 
a pleasure to browse through in its 
own right. Its 1,494 pages 
contain 15,000 biographies 
covering all epochs and nations 
- from Crippen to Confucius. 
Normally £26, it’s yours free 
when you join The Folio Society. 


contemporary illustrations. 





Actual size 84" x 54" 
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| Thisnew programme, from London Business School, is designed for 
‘urrent and potential senior managers in the public sector, and in 

Companies with strong connections with thé public sector, who wish to 
improve their understanding of the public sector and managers from 

“organisations facing similar management problems. 

_ The 1987 programme consists of three one week modules: 
Strategic Managementin a Political Climate (April 27 - May 1) 
This module helps course members work out their own approach to 


rategic management in the context of the political and economic climate 
-ofthe 1980s and 1990s. 


Measurement, Control and Accountability (June 1—5) 
This part of the programme looks at how the organisation can improve the 
- way it. controls itself and accounts for its actions. 


Making the Organisation Work: Implementation (June 29 ~ July 3) 
Most management time is taken up with keeping the organisation running 
day to day. This module is concerned with the maintenance of the 

_. Organisation ina changing environment. 


Learning Methods 

The programme is a highly participative mixture of case studies, 

' discussions; lectures from LBS faculty and from distinguished visitors. 
Cases are drawn from both the public sector and the private sector, where 
private sector experience is relevant. 

Participants receive individual attention directed towards analysing their 
Managernent development needs and helping them construct a continuing 
-programme of development. They are also encouraged to maintain contact 
with the school and the rest of the class in support of their continuing 
“development, 


Public Sector Management Programme 
‘Fee: £2,350, inclusive.* 


Bar sanes may be availa for participants fom organisations which, white committed te the 
lopment of their managers. have difficulty in meeting the full cost of Management education 


ther details and application form from: 
Jane Crabtree, Registrar, Public Sector Management Programme, 
London Business School, Sussex Place, Regent’ s Park, 
London NWI ASA. Telephone 01-262 5050 


| Please send me details sof Publi ic Sector VARER Programme: 
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Position 














UNIVERSITY DEGREE 


Fos Ute, Apsciamie & Work Exearioncs_ 
Degrees for people who want to be more effective and 
asain desea aa Professions. 


: 

Our graduates are recognized their achievements in business and 

iuni, We Wa Sobel you in ecereseing your degree requirements 
without formal classes or seminars at your own pace and tme. 


Send detailed résumé on work life and academic experience for a no 
cost evaluation. 


PACIFIC WESTERN UNIVERSITY 


600 N Sepulveda Bivd, Los Angeles, Csifornis 90049-—Dept 137--USA 


Sem ene See een enh “vane cee tyne enn: aE: cen sine mummies ae 


University of 
California, Berkeley 


1987 Executive Education Programs] 


Competitive Marketing Strategies 
January 11-16, 1987 : 
August 9-14, 1987 


Corporate Finance and Strategy 
May 31-June 5, 1987 


Financial Decision Making 


for Public Utilities 
June 14-26, 1987. 


Advanced Management Program 


for Caribbean Managers 
July 6-24, 1987, Kingston, Jamaica 


Management Development 
July 26-31, 1987 


Competitive Marketing 


of Services 
July 26-31, 1987 


Management Development for 


Engineers and Scientists in Asia 
August 2-14, 1987, Bangkok, Thailand 


Management Development for 
Engineers and Scientists 
September 17-25, 1987 


The Executive Program 
October 4-30, 1987. 


For reservations and further information: ... 
Dr. David H. Downes 
Director, Executive Education 
Berkeley Business School, Dept, 181, University of California, 
Berkeley, California 9472: : 
Telephone: (415) 642-4735, F 
Telex: 910-366-7114 UC BERK BERK 





COURSES 


EXTERNAL DEGREE 
PROGRAMMES 


private non-traditional University Marur s Business Agministraroà 44 
Ts degrees to mid-career adults tions available in Health Administration 
y at home and with full 


dits. for life/career experience. 
; AYLMER ROAD, 


D CENTRE, 
Neil- Gibson & C 
PO 8 Box 3, ‘Sudbury cs a 1a Eid) ese, CANADA, 


p Eollege Credit for Work Experience 
| Business >» Engineering + Education 


Earn a bachelor, master, doctoral en ba Guided 

independent Study. One-on-one fac uity advisors. 
No classes + seminars » residency. Call 
for no-cost Evaluation « Catalog 


j (213) 278-1094 
__9100 Wilshire Blvd. Dept 34 Beverly Hills, Ca 90212 


ae University 


Associate, Bachelor & Master degrees in 
Fo BUSINESS ADMINISTRATION-HOTEL MANAGEMENT, 
‘LAW/PUBLIC ADMINISTRATION-INTERNATIONAL RELATIONS. 
| Computer Studies, Pre-Eng/Pre-Med, Art, French, Spanish, German, 
English, College. Prep. Courses. Language of instruction-English. 
@in jr campus and US transfer. @BBA & MBA evening classes in London, Paris & Heidelberg. 
‘Schiller International. University 
D3, 51-55 Waterloo Road; London SE1 8TX Tel:(01)928 8484 
Telex: 8812438 SCOL 6. Accredited AICS, Washington DC, USA 


_ MODELS OF THE 
UK ECONOMY 


A short residential course for economists and 
planners 


6-8 January 1987 
. Programme Director: Professor Kenneth F. Wallis 


Economic models have an important role in commer- 
cial and political life. This course examines the seven 
main models of the UK economy, including those of HM 
-Treasury and the Bank of England, explaining the 
differences between them and how these differences 
affect forecasts and policy analyses based upon them. 
Participants will be encouraged to gain “hands-on” 
experience using some of the models during the 
course. Inclusive fee: £495. 
ue: Radcliffe House, the University of Warwick's 
“purpose-built residential centre for conferences 
nd management training. 
urther information: Andrew Longbottom. Tel: 0203 
34. 
MACROECONOMIC MODELLING BUREAU 


-UNIVERSITY OF WARWICK 
Coventry CV4 7AL 


A ONE YEAR MBA IN INDUSTRIALISA 
STRATEGIES FOR DEVELOPMENT AND 
RVB MANAGERIAL IMPLICATIONS 


A Professional Development Programme 
for Industrialising Countries’ Executive 


Starting September 11, 1987—concludin 
September 8, 1988 


CONCENTRATION AREAS: 

* Industrial Policy and Strategy 

* Strategic Management en Enterprise Strategic Design 

* Behavioural Implications of the Strategic Implementation 
* Managerial control and information systems management 


The programme focuses on the needs and conditions of industri 
lising countries, with emphasis on professiona: apvelopin Al 
applied relevant skill generation. 


RVB is a recognised institution, founded by the Delft Unive 
management development for industrialising countries. 


For further information please write or telex to: 


THE HEAD OF THE MBA DEPARTMENT, 
RVB, PO Box 143, 

2600 AC Delft, 

The Netherlands. 

Telex 38323 RVB NL. 


The MBA for International Executives 


Fordham University, Graduate School of 
Business Lincoln Center, New York, offer their MBA 
Program in Europe in association with the IMI Dublin 


SPECIAL FEATURES. 


m Content relates to practice in 
international business 

u Accredited by American Assembly of 
Collegiate Schools of Business 

mw Program time in Ireland is five summer 
months in two successive years i 

u Participants are an international group 
of experienced executives 

m Internationally experienced Fordham 
faculty. 


Next programme commences 27 April 1987 


Information from MBA Program Director, 

Irish Management Institute, National Management Centre, 
Sandyford: Road, Dublin 16, Ireland. 

elephone 353-1-956911 _ Telex Ireland 30325 













HM TREASURY 


MACROECONOMISTS 


The Treasury is looking for well-qualified and enthusiastic economiststo work on 
macroeconomic issues. Appointments will be for one year and can be made 
permanent. The successful candidates will probably be in their 20s or 30s. 







There are 50 macroeconomists in the Treasury working under Sir Terence Burns, 
the Chief Economic Adviser. They work on: 





— the analysis of macroeconomic and financial policies 






~~ the assessment and analysis of current developments in the economy 
:=- modelling and forecasting the world and UK economies 







-- the public presentation of policy 
fo briefing Ministers on all these issues. 







We are looking for knowledge of macroeconomics, experience of applied 
econometrics, and good ability to communicate. 






| Salary will be according to age and experience, usually within the range £11,500 
to £20,000 a year. 

Further details are available from Tony Bottrill, HM Treasury, Parliament Street, 
London SW1P 3AG (01-233 8525). Applications, together with a cv and names 
of referees, should be sent to John Dixon by November 21. 


UNIVERSITY OF OXFORD 
INSTITUTE OF ECONOMICS AND STATISTICS 


© TEMPORARY 
_ RESEARCH OFFICERSHIP 


Applications are invited for a Temporary Research Officership at 
the Institute of Economics and Statistics for one year from 1 
January 1987 to 31 December 1987. 


“The person appointed will be required to give up to 16 lectures per 

ear and permitted to give up to six hours of tutorials per week in 

: Poomi ics, as well as undertaking their own research at the 
stitute. 


The subject area within Economics is completely open, sno 
preference will be given to those interested in empirical research. 


-Salary will be according to age on the lower part of the University 
Lecturers scale (£8,020-£12,780, under review). Additional remu- 
neration will be paid for tutorial teaching. 


Further particulars are available from the Administrative Secre- 
tary, Institute of Economics and Statistics, St Cross Building, 
Manor Road, Oxford OX1 3UL (Telephone 0865-249631). 


































COURSES 


SOMERSET UNIVERSITY 


offers degrees in most sub- 
jects by distance learning. For 
details write to: 


‘Somerset Independent 
University, llminster 
Somerset TA19 0BQ 

Telephone: 04605 5255 


The intensive way and ‘in real im- 
$- mersion. This means living in one of 
į- the most picturesque regions of 
Prance'and really becoming fluent. 
‘Also vacation and. learning plan. 
‘Cultural programme in Paris. Win- 
ter programme on the French Rivi- 
era. State age, goal level and time 
available. 00 

“The French and American Study 





Taking the GMAT or GRE 
We CAN help 


Write to: 

Graduate Tutorials, GTAC Associates, 
FREEPOST, London W5 4BR. 

Fal: 01-993 3983 


















Speak a language 

















Chinese 
French 


italian Russian 
Japanese Spanish 







| Center, BP 176. 
dex. gator Suite 1091, 31 Kensington Church St 









er, BP 176, LISIEUX 14104 Ce- 
7 i E Ter oak RO ei London WB 211 (01)937 1647 





The University of 
Manchester 


SENIOR FELLOWSHIPS 


Applications are invited for SIMON 
RESEARCH FELLOWSHIPS in any of 
the Social Sciences, including Law and 
Education, tenable during the academ- 
ic session 1987/88. Stipends normally 
within the range £8,020-£15,700. pa 
(under review) (Simon Research. Fel- 
fowships) or £14,870-£18,625 pa (un- 
der review) (Simon Senior Research 
Fellowships) according to qualifications 
and experience. 


Applications are invited for HALLS- 
WORTH FELLOWSHIPS in advanced 
work in the field of Political Economy 
{including Public Administration). Sti- 
pends within the range £8,020-£22,340 
pa (under review) according to qualifi- 
cations and experience. 


These Fellowships are not awarded for 
postgraduate study and applicants 
should have experience which will 
qualify them to carry out a substantial 
piece of original research. Enquiries 
about the scope of the Fellowships are 
welcomed. Further particulars and ap- 
plication forms (returnable by 1 Decem- 
ber) are obtainable from the Registrar 
(Academic Staffing), The University, 
Manchester M13 9PL. Please state for 
which Fellowship details are required 
and quote ref 247/86/E. 








BUSINESS SCHOOL 













EVENING MBA 
PROGRAMME TUTORS 


Applications are invited for two posts of 
tutor for this part-time Masters degree 
programme. 

The successful applicants will be required 
to.act-as academic and personat tutors, 
and assist the Director in managing and 
developing this programme; some eve- 
ning work will be required in addition to 
these duties. They will undertake research 
and/or write course material in a specific 
area relating to the programme, - 
Applicants should have an MBA or equiva- 
lent, business experience, and ideally an 
interestin International Business Strategy, 
Banking or Organisational Behaviour. The 
job provides an ideal opportunity for career 
development in consultancy or teaching. 
The appointments are for a period of three 
years. 

Salary will be on the scale £9.317 to 
£16,997 per annum including: London 
Allowance {under review} and may be. 
supplemented by a sponsored research 
allowance. i 
Application forms and further informa- 
tion may be obtained from the Academ- 
ic Registrar's Office, The City Universi- 
ty, Northampton Square, London EC1V 
ria telephone 01-253 4399, extension 


Closing date for applications: 21. No- 
vember 1986. —— — =. 








































4. seas experience; preferably inin- 
} ox] y 





University College Dublin 
Applications are invited by the Goverr 
ing Body of the College for the followin 
full-time statutory post: 


PROFESSORSHIP OF 
BUSINESS ADMINISTRATION 


Prior to application, further informatio: 
{including - application procedure 
Should be obtained frorn the Secretar 
and Bursar, University College, Be 
field, Dublin 4. Telephone enquiries 
693244, ext 1431, 


The closing date for receipt of comple! 
éd applications is Thursday, 4 Decem 
ber 1986. 





University of Canterbury 
New Zealand ; 


Department of Economics and 
Operations Research : 
SENIOR LECTURESHIPSOR =~” 
LECTURESHIPS IN ECONOMIC 
Applications are invited from candi 
dates with a good research record anc 
qualifications to teach and carry ‘ou 
research in one, or more; of the mair 
areas of Economics. Preference will be 
given to those with special interests jr 


international economics, economic the 
ory and industrial economics, 
For one of the appointments the ability 
to teach applied econometrics will be 
an advantage. : 


The salary for Senior Lecturers is on ë 
scale from NZ$37,000 to $47,000 pe! 
annum, and for Lecturers is on a scale 
from “NZ$30,500 to $35,000 pe: 
annum Leta LE 
Further. particulars and. conditions. o 
appointment may be obtained from the 
Association of Commonwealth Univer 
sities (Appts), 36 Gordon Square, Lon 
don WC1H OPF. 


Applications close with the Registrar, 
University of Canterbury, Private Bag. 
Christchurch, New Zealand, on’ 1£ 
December 1986. A Mi 











DEMOGRAPHER 
CHILD HEALTH AND 


MORTALITY MID 30s 
TO LOW 40s 


The Population Council seeks an 
experienced demographer to. man- 
aga research awards program on 
infant and child mortality in Indone- 
sia, Based in Jakarta, this individ- 
ual will assist researchers to devel- 
op and conduct studies and. to 
design and implement a longitudi- 
nal surveillance system.’ Requires 
doctoral level degree in demogra- 
phy or related social science with 

aphic specialisation: over- 






















sia; knowledge of Bahasa In- 
donesia or willingness to learn, 
Excellent benefits. 


to Joyner, -for 
Personnel Serve The aor 
Plaza, New York, New vou 










THE ECONOMIST NOVEMBER 


Expansion of Mintel Publications into Europe means more 


independent Consultants 
France, West Germany and Italy 


are required to research FMCG mark 


‘ets, especially food and drink sectors. 


A flair tor writing with a sound ee of consumar goods marketing 


i deadlines 
oma ight odin codes sss 


‘Uni rsity of 

castle Upon Tyne 
Department of 

_ Agricultural Economics 


| LECTURER 


| Applications are invited for a Lec- 
tureship-in the Department of Agricul- 

| tural Economics to specialise in Farm 
and Business Management. Candidates 
“Would have-a strong academic back- 
und, preferably including a doctoral 


degree and experience of management j 


in practice. 
The salary will be at an appropriate 
“point on the Lecturers’ scale: £8,020- 
-} £15,700 per annum according to quali- 
„fications and experience. 
Further particulars may be obtained 
| from the Senior Assistant ir lg 
Mr. R. R. Moir, Registrar's Office, 6 
‘| Kensington Terrace, The University, 
| Newcastle upon Tyne NE1 7RU with 
whom applications (three copies) to- 
9 her with the names and addresses 
of three referees should be lodged not 
later than 29 November 1986. 


INTERNATIONAL 
PROPERTY 


MARINHA GOLF 


A icauaritiges bd ‘only payment buys you and 
your family a lifetime of superb 
k holidays at Quinta de Marinha. 
Your spacious detached 2 bedroom villa 
sleeps six and you will enjoy full use of 
~ the Estate's extensive facilities 
: meludia? a tent Jones’ superb 


Remaining weeks are S being cleared at 
Pi 





ine EARNE 


ancar vans £3900" E190 £1950 
I NOVIXHAS NEN rean £5990 £2995 
E9950 £4975 


an this is opportunity of a lifetime. 
‘your free. coloar brochure or 
our video (VHS/BETA £9.95 
Kinkos 


(0227) 831701 


essential. 


University of Nottingham 


LECTURER IN MANAGERIAL 
ECONOMICS 


Applications are particularly. sought 
from people with.a special interest in 
the economics of marketing. Candi- 
dates should possess at least a good 
Honours degree. Applications from 
candidates with a willingness to partici- 
pate in post-experience courses will be 
particularly welcome. 


Further particulars and application 
forms, returnable not later than 30 
November 1986, from the Staff Ap- 
pointments Officer, University of Not- 
tingham, University Park, Nottingham 
NG7 2RD. Ref No 1070. 


University of Glasgow 

RESEARCH ASSISTANT (POLITICS) 
The Department of Politics requires a 
Research Assistant for one year from 


January 1987 to work on the British 
Election Campaign Study. This ESRC 


funded project will involve a major sur- f 


vey of public opinion throughout Britain. 
The Research Assistant's work is likely 
to include aspects of both the organisa- 
tion of the survey and the computer 
analysis of results from this and earlier 
surveys. 


The ideal candidate would have a good 
Honours Degree in one of the Social 
Sciences plus some experience of 
computer analysis using such pack- 
ages as SPSS. However, there will be 
some opportunity to acquire skills as 
the project proceeds. A critical require- 
ment is the ability to work under 
pressure. 


Salary will be within the range of the 1B 
scale for Research Staff (£7,055- 
£9,495). Written applications with cur- 
riculum vitae and the names and ad- 
dresses of two referees should be sent 
to Professor Bill Miller, Department of 
Politics, Adam Smith Building, Glas- 
gow G12 8RT. 


Closing date for applications: 15 No- 
vember 1986. 


Financial company requires an 
Economist 


for consultancy service 
Salary negotiable 


Tase send full curriculum 


E Box No 35085, The Economist 
25 St. James's Street, 
London SW1A 1HG. 


FREELANCE FX writers wanted with 
emphasis on practical aspects of FX 
exposure management. Box No 3500, 
The Economist Newspaper, 25 St 
James's Street, London SW1A 1HG. 


University of Newcastle 
upon Tyne 

Department of Agriculture and Food 
Marketing 

LECTURER 


Applications are invited for a Lecture- 
ship in the Department of Agricultural 
and Food Marketing, to specialise in 
Agricultural Commodity Marketing. 
Candidates must have a sound aca- 
demic background, preferably includ- 
ing a doctoral degree, Some commer- 
cial or institutional marketing 
experience would be an advantage. 


Salary will be at an appropriate point on 
the Lecturers’ scale: £8,020-£15,700 
per annum according to qualifications 
and experience. 

Further particulars may be obtained 
from the Senior Assistant Registrar, Mr 
R. R. Moir, The University, 6 Kensing- 
ton Terrace, Newcastle upon Tyne, 
NE} 7RU with whom applications 
{three copies) together with the names 
and addresses of three referees should 
be lodged not later than 7 November 
1986. 


PUBLICATION 


UNIVERSITY OF NATAL 
DEPARTMENT OF ECONOMICS 
DURBAN 
lications are invited from suit 

qualified persons regardless 


sex, religion, race, colour or nation- 
a origin for appointment to the post 


LECTURER 
The appointment carries an attrac: 
tive salary pack i { 


sonnel Section on 


278 High Holbo 
WC1V 7HE or Registr 
of Natal, King George 


later than 15 December 1986, 
ing the reference D85/86. 


International Travel and Tourism: 
A $500 Billion Megamarket 


To te for your share of the morai, 
“ou need fo be informed with 


TRAVEL & TOURISM ANALYST © 


‘Travel & Tourism Analyst: a unique new source of business information onthe 
international travel and tourism industry and its markets, providing essential analysis for 
all those planning investment and strategy around the world. Each month Travel 
Tourism Analyst contains four researched industry reports. Regular studies incl 


> Outbound studies of the major generating markets; where they travel and why, 
> Analyses of hotel and airline developments in world regions. 
> Long haul market studies. How these destinations survive the global 


competition. 


For example future studies include: UK outbound; Hotel branding ina mature market © 
place; South East Asian airlines; Theme parks in the USA; Long haul travel Asia to 
Europe; Travel retailing in West Germany; Selling business travel in the USA. 


The Economist Publications Limited, ol Dakest Street, Lodin WIA IDW, VUK 


m i sa maae, a a 


5 Please e enter an annual subscription { a2 issues) to to Travel & Tourism Analyst. 
Prices including postage: O £195UK [£199 Europe 
$295 North America [3 £199 Rest of World 








O Lenclose a cheque for ———-—— to The Economist Publications Lid. E Please invoice 


Name 





Company 





Address 








Return to Marketing Department cEPS. 
The Economist Publications bini 


ited, KO Duke Street, London WIA IDW, UK 


Registered m London No. 1 
Registered Office: 25 


725671 
25 St James's Street, London SWIA IHG. 













from early 1987 on a fixed term basis (5 years in the first 


of Glasgow. The successful applicant will be seconded virtually 
full-time for the first 2 years of the appointment to a senior 


time basis thereafter. 


r regional economics and must be able to relate 
lysis to a wide range of policy issues in regional 










e ability to work under pressure, to write concisely and to 
esent material at senior level to. both academic and non- 


UNIVERSITY OF GLASGOW/SCOTTISH DEVELOPMENT AGENCY 
_ Senior Lectureship in Economics/Policy Executive 


Applications are invited for a Senior Lectureship, available 


instance) at the Department of Political Economy in the University 


nin the Scottish Development Agency's Policy Unit, and on 


Candidates should have a research and teaching record in 


nt. Strong quantitative skills would be an advantage. 








Within the Scottish Development Agency the appointee 
will be expected to contribute to strategy formulation, project 
appraisal and impact assessment. Within the University of 
Glasgow the appointee will be expected to contribute to the 
development of a Departmental research and teaching specialism 
in applied micro-economics. 

informal enquiries may be directed to Professor Vines, 
Department of Political Economy, University of Glasgow. 
(Tel: 041-339 8855 Ext. 4618) from whom further particulars 
are also available. Applications (including a CV. and in 8 copies) 
should be directed to the Academic Personnel Office, University 





























of Glasgow, Glasgow G12 8QQ within 3 weeks from the date of 
appearance of this advertisement. ee | 
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BUSINESS & PERSONAL 








Readers are recommended to take 
the appropriate professional advice 
before. entering into any binding 
commitment. 


| AFRICA LOW COST Flight specialists. | DON'T BUY an air ticket until you have 

African World Travel Services, 01-734 | contacted us (specially USA/Canada). 
7181, 734 7182, Sth Floor, Radnor | Sage Tvi, 01-444 6554/7202. Telex 
House, 93 Regent St, London W1. 266045 


HOTEL NUMBER EIGHT 
a small luxury hotel in London's 
“West End 
- excellence in comtort & service 
Single bedroom £33 plus vat 

< Double or Twin £40 plus vat 


sumptuous buffet breakfast * col- 
tv, radio * direct dial telephone * 



















~~ GUT THE COST OF 
YOUR STAY IN LONDON 


OVERSEAS POSITIONS 


y ù : ; 
i dryers " tea/coflee/chocolate in fom Tanker home ae epe 


bedroom * most rooms with private benefits. Opportunities for all occupations, 
: facilities skilled trades, professionals, manage- 
men, technical personnel etc. 

| For tree information. about our publica- 


YOUR BUSINESS SERVICE 
Company formations in Switzerland, Liech- f- 
tenstein, Panama, ste. 5 F 
Fiduciary and Trustee servite -= 
—-Bank Accounts, Bank Introductions. 
Portfolio Management. © 0S 
Administering ait your business. 











| Take a turished, 

















< HOTEL NUMBER EIGHT, 
> Emperor's Gate, 










Overseas Emi nt Services, Dept Box 349) ; ; 
EC, PO Box 460, Town of Mount Royal, Economist Newspsperslid- 
“Quebec, Canada H3P 307. 25 St James's Street, London SWIA 1HG 












“British partners sought for 160 small/medium 

industrial projects with African entrepre- 

backed.. by ernie agencies, Fi 
possibly available, EEC Regional Poan | 


Fun re festoration, French polishing, 
Re-ining of desk tops, Upholstery, D> 
spoke hte: A fully compr 

service. 


TO FLORIDA 


Earn $40,000-100,000 per annum 
via a business purchase and quali- 
fy for residence in sunny Florida 
Secure a future for your family. 
Minimum cash investment 
$75,000-100,000. Alternatively a 
$10,000 business investment will 
return a guaranteed 18% dividend. 
Complete re-settiement and immi- 
gration service. 


Detailed brochures: British Ameri- 
can Consultants Inc, 10th Floor, 
Suite 1001, 1555. Palm Beach 
Lakes Blvd, West Palm Beach, 
Florida 33401. USA. Tel: (305) 
689-8998. Telex 466 740. 


Yours FREE! 


The 
Middle East Economic Digest’s 


Special Report 
on 
MIDDLE EAST 


| BANKING & FINANCE 





MON. 3 NOV. ‘86 
at 7.00 p.m. SHARP! 
: DEBATE t5 THAT BOTH THE 


i Name 


. 20 Pages of facts, figures and 


analysis on the banking sector of 
the Middle: East, covering 

@ Country Reports’ 

@ Regional Investment 

@ Interviews 

@ Analysis 

@ Statistics 
Normally provided as part of a 
subscription to Middle East 
Economic Digest(MEED)— 
but yours FREE to help you 
make the most of the many 
business opportunities in the 
Middle East. 


~ FREE REPORT! 


Company ea 


Address mee as 


ww. Code aau 


: D Marketing, 21 John St. 
London, WCI ZBP, England 
or Phone 01-404-5513 (24 hrs.) 


ao Quoting Reference MT16 


„nko sin om a oma. a ea 


TAX SHELTER 
AVAILABLE NOW 
IN LONDON’S 
ENTERPRISE ZONE 


FOR INVESTORS & 
OWNER OCCUPIERS 
business apartments and 


East india 
Tei: 01-515 8800. Telex 8951631. 


EXECUTIVE HOTEL 


57 PONT STREET 

(CADOGAN SQUARE) 

KNIGHTSBRIDGE 
LONDON SW1X 08D 


Tel: 01-581 2424 
Telex: 9413498 EXECUT G 


Located in London’s most 
prestigious residential area. 
Only a short stroll away from 
Harrods, fashionable Knights- 
bridge shops, and world fam- 
ous Beauchamp Place. 


All rooms with tut private facili- 
ties. Colour TV. Direct dial 
phone. Hairdryers. Coffee/Tea 
makers. Substantial buffet 
English breakfast. 
Singles: 
Twin/Doubles: 


£38 + Vat. 
£45 + Vat. 


NC 


A £5,000 into 

£64,000 injust5 year 

A Fully audited track 
record 

A Futures managed 
account programme 


WORK in USA legally while on a visi- 
tor's visa. info fer Professional and 
Skilled UK 4 207 0454. 


AUTHORS! Send Your. Manuscripts: 
Biographi Fiction, Travel, Poetry, 
c: for Book Publication. Reasonable. 

K Pon 75, lifacombe, 


ryt company are: 
on ost 


offering 
managed funds that have outperformed 
all our competitors 
together with ; 

very attractive commission incentive 

and excellant sales support 
from Head Office. 
if you wish to hear further on the | 
term: of an agency agreement with i 
us ph `® write to 

Bux 9465 
The Economist 
25 St James's Street, 
London SW1A1HG 


A Limited liability 
Minimum investment 
£5,000 or sterling 
equivalent 
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T Please send me details on your Investment Programme 
i 9 


§ Nome 





I 
l Address 
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i Telephone 
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L computer System Trading Company Lid. 5-9 Hatton Wall London ECIN SHX 
Su fe!) -405 6474 Telex: 2255 SO CSTC E fox 01-405 74 19 N 













| Kurope’s Most 
| Comprehensive 
| General 
Management 


| Programme. 
| Spring 1987 for 10 weeks. 


-Those experienced managers who come to 

_ London from all over the world share a common 
purpose. They have been identified as having 
senior management potential in their enterprises, 
and require access to the full range of 
management skills and techniques to fulfil that 
promise. 

The London Programme covers financial, 
marketing, organisational, and planning skills in 
depth, but uniquely shows how they can be 
effectively used together in the decision making 
_ process. Many of the men and women who have 

attended the forty two London Programmes that 
we have run now occupy senior positions in their 
organisations. Entry standards are high and there 
are a limited number of places available. For further 
details fill in the coupon below or telephone or telex 
the Programme Registrar, Geraldine Jackson. 


The London Programme. 
: “26 Apritto 3 July 1987 Course fee, inclusive of residence: £8,300 
Programme Director: Patrick Barwise 
"Applications for 4 October to H December 1987 are also now being accepted 
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Please send me further details on The London Programme 








~ Name. Position 





‘Address 
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: Company name 
| : 


London Programme, London Business School, Sussex Place, Regent's Park 
London NWI 45A. Telephone: 01-262 5050. Telex: 27461 LBS KOXG 


| 

| 

| 
Tel | 

| 
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_ SE LONDON BUSINESS SCHOOL 



























Shiny hide attaché case, Sige 17" x 1214" x 3 
Leather lined. Black, burgundy or brown, £420 (export £365.22). 





























Heavy brass pen standipaperweight, £3750 Backgammon 18". 











(export £32.60). Gold tooled leather interior. 
Set of 3 or 2 address books Black, navy or pigskin. 
Black, burgundy or blue. Book size HA" 3" L320 (export £278.26), 





£49.50 (export £43.04). 

































Calf travel Bridge set. Shiny calfskin A4 folder pad. 

Complete with cards. Solar powered calculator. ? 

614" x 414! closed Blach burgundy, brown, 
£63.50 (export £55.21). LIST SO (export £128.26). 








165-169 New Bond Street, London WIYOAR. Telephone,O1 493-6767 Cables Telex, 25110 ASPREY G. 
153 Fenchurch Street, London EC3M GBB, Telephone, 0] 626 2160. Cables, 25110 ASPREY G. 
40 Rue du RI eneva Telephone: 28 7277 Telex, 428165 JONA. 
725 Fifth Avenue, Ne Y10022. Telephone, 212 698 1911 Telex:421990 ASPREY. 






SEERA NA ILS LE DIENER a 
DEMAND AND JOBS Consumer spending cannot be blamed for the THE ECONOMIST COMMODITY PRICE 
min growth in the two biggest OECD economies. The volume of American retail INDEX Most nuts are performing ell 
sales rose by 4.6% in the year to August; Japanese retailers increased their sales by this year. Markets have firmed in hazel- 
% in the year to June. Japan’s industrial production jumped 2.6% in September, nuts, almonds and brazils. Peanut prices 
2 s a tiny 0.6%. Italy's industrial output rose 3.1% in the year to have risen nearly 300% in the past year. 
4.9% in the year to June. although some panic selling took hold in 
recent weeks. The Philippines, a big 
anplane retail sales unemployment % rate producer of coconuts, has experienced 
3mthst tyear 3mthst 1year latest  yearago typhoon damage toits crop. The price ofi 
27 (5) -15 + 0.7 (6) - 20 +12 (6) 84 (9) 8.1 desiccated.coconut has risen 20% i int 
36 (6) fa : 4: 123 (9 138 past three months, to £550 a tonne. Sri 
03 (7) + 3.1 9.5 (9) ; Lanka, another big producer of coconuts, 
i (s He us a 4 suffered from drought; the price of its 
“1.0 (8) oe 14.4 (9) 3 desiccated coconut has shot up 15% to 
13.4 (8Y 4 — £530 and the government thinks that next 
29 (8) . year’s crop could be down by 5%. 
20.6 (9) 
3.2 (9)" : 1980=100 % change on. 
0.7 (9)" 8 Oct21 Oct 28 one-one 
ne 52 zr a a : (provisional) month. year 
et Dollar index oe 
Ail items 76.5 i +05 
80.8 z + 25 
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up to1 B% i in September. The French rate rose to 2.3%. West Germany’s consumer 70.7 i ~ 09 
prices fell again in October, to give a 12-month drop of 0.9%. In the year to August, l 79.7 5 +45 
wages in Canada went up by 3.1%—a real pay cut of 1.2%. Swedish workers enjoyed etz C 
a6.8% rise in wages—a real increase of 2.7%. $ ing 
ate 430.7 
wholesale prices” 
114.4 
129.0 
103.8 











All items 81.9 
Food 86.4 
industrials 











76.6 
85.3 
68.7 














$ per oz 425.25 411.75 
Crude oil North Sea Brent 


sou wage rates in ‘manatackuring except Australia, weekly earnings; Tapar 2 Switzerland, monthly earnings; Beigium, $ barel Medea 19:25 <50 2523 a 
ss Sweden and USA, hourly earnings; UK, monthly earnings for all employees. Non-food agriculturals. ` ee 











Trade as % of GDP 
Average of exports and imports of goods and services 


E 


-ery cou ty nthe chart is much more 
: de (as measured by the 
average ' 
| Proportion of GDP) than it wasin 1965. ane 
_America.is still the. least open of the W Germany Sweden 
lustrial countries, bass its ra- 
France italy 


: 20 Australia 
osed economy by a el stan- United 28P2" 


| da its ratio of trade to GDP in- 40 States 
creased from 10% to 15%. West 2 
“ratio has increased to zE 
m's to 76%. , Sources: IMF; OECD 





cable to all tables. "Al ions seasonally adjusted except wanes oe ee stated. *Not seas. adj. fAverage of latest 3 Toone 
rage of previous 3 months, at annual rate. n-a. Not avai ll figures in brackets denote month of indicator. 









ECONOMIC AND 


FOCUS: RESERVES Even though 


America’s trade deficit has flooded the’ 
world with dollars, they are gradually 
losing their pre-eminence as the 
world’s reserve currency. The interna- 
tional Monetary Fund reckons that, at 
the end of 1985, foreign-exchange 
reserves. were roughly $347 billion; 
65% was held in dollars, 16% in D- | 
marks and 8% in yen. In 1977, the 
dollar's share was just over 80%, the 
| D-mark’s 9% and the yen’s 2.5%. The 
industrial ‘countries have diversified | 
„their mix of reserve currencies more 
eagerly than the poor countries. In- 
dustrial countries cut the share of 
dollars from 90% to 63% of reserves; 
the developing countries trimmed 
| theirs from 71% to 68%. 


Foreign-exchange reserves by currency 
O % 20 40 60 80 
| Una 7 T aa = 



























All countries 
















FFr | 
SFr Other 
* Since 1979 includes ecus issued against dollars, 


» excludes ecus issued against gold 



















~¥ 0.82 














TRADE, EXCHANGE RATES AND RESERVES West Germany had a current-account surplus of $29. 

eptember—almost three times as big as in the year to September 1985. Britain had a current-account deficit of £277m in 
September; this was smaller than August’s record deficit, but still enough to push the current account for the first nine months ol 
1986 into deficit. The dollar's trade-weighted value rose 1.6%; it gained 3.2% against the yen and 2.3% against the D-mark. 





WORLD BOURSES The an gains were in Asia this week: ‘oon jumpe 
5.3% to a record high, and Singapore was up 4.t%. On Wall Street, investors cheerec 
signs of stronger American growth, and share prices rose 2.2%. 


Stock price indices % Change on 
Oct 1986 one one record 31/12/85 
28 high low week year high in local ins 
currency term: 
Australia 10108 - 1.1 








Belgium 3857.4 
Canada 





































J 924. 5 
South Africa 1370.0 
Spain 

Sweden 
Switzerland 4 
UK —s 1255.6 





USA 1845.5 


MONEY ANDINTEREST RATES Inthe year to July, M1 rose by 8. 0% in France, anc 
the broad measure, m2, increased by 4.9%. In Britain, short-term interest rates easec 
during the week, reducing fears of a further increase in bank base rates. 


























Money supply Interest rates % p.a. (Tuesday, except bonds which are previous oe 
% tise on yearago Money market Commercial banks Bond yields : Eurocurrency 
Narrow Broadt Overnight 3months Prime Deposits Gov't Corporate Deposits Bonds: 


(M1) lending 3months long-term 3 months 































Australia + 7.2 + 93 (9) 16.00 16.45 19.00 16.30 13:73 1473 16.09 1412. 
Belgium +71 +73(3) 750 9.75 7.05 7.87 

Canada + 5.8 + 61 (9) 850 9.7/5 8.45 9.54 

France +80 - : 9,45 744 816 

W. Germany +10.1 4 4.19 3 
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e7 115 (8) T 





























Sweden na +10.7 (8) — 

Switzerland + 42 + 7.8 (7) F a 19 726 

Uk +2330 +183 (9) 875 1110 1200 ah: S. 

USA +13.4 + 87 (9) 575 550 750 5.50 775 9.00 6.00 Fay 


Other key rates in London 3-mth Treasury Bilis 10.8%, 7-day interbank 10.3%, clearing banks’ 7-day notice 4.4%, 
Eurodollar rates (Libor): 3 mths 6.1%, 6 mths 6.0%. 


$M2 ¢ except. Australia, Canada, Spain, Switzerland, U. 
rates quoted available on request. Sources: Bank of o, Chase i hase 
(Belgium), Nederlandse Credietbank, Credit Lyonnais, Svenska Handelsbanken, ANE 
rates are indicative only and cannot be construed as offers by these bai 














billion in the year to 

























Trade balance” current- Trade-weightedł currency units per $ currency units foreign reservestt 
$bn account exchange rate $bn 
latest latest 12 balance $bn 
month months latest 12 mths latest year ago latest year ago per £ per SDR per ecu Aug yeär ago 
=0.27 (9) - 27 - 98(9 53 i 4.7 
























































stries opportuniti 
ndustries, Suite 4403, 200 Park Ave, New York New work Wor 166. 
ustries Sa -yeeistered trademark of iC Industries, Inc. 
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this spindle bearing unit... 
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and safe data transfer... 


- and micro-precision scrutiny. 


No doubt the computer has made office life run 
more smoothly. But have you considered the levels of 
precision required to provide such efficiency? 

Take the actuator, which has a seemingly simple task : 
in the magnetic disc drive. By accepting a signal it moves the 
head to the specified track and reports back when the head 
is ready to read or write. 

Fine adjustments, measured down to millionths 
of an inch, can literally make the difference between 
unreliability and excellence. The same accuracy 1s essential 
for the bearings. Consider the sophisticated Winchester disc 
drive - a model which both improved access time and, 
with a track density of over 1,000 tracks per inch, more 
than tripled the storage capacity. 

SKF’s brief was quite simply to create near 


| perfection ~ a spindle bearing unit rotating so accurately 


that no read/write errors would occur from unwanted dise 
movement. 

The success of the venture can be judged by a 
current aim ~ to double track density levels to 2,000 
tpi, for which bearings of even greater precision are needed. 
At SKF our search for perfection will go on for ever. 





Down to the micro-world of the bearing 


Our search for new answers takes us deep into the 
micro-universe of the bearing~ where micro-changes of a 
10,000th of a millimetre are now common-place. And new 
bearing designs can yield energy savings of up to 80%. - 

For this, high standards of metal-working precision 
are required — and ‘near-absolute’ accuracy has to be main- 
tained from steel purity through computerised design to 
application. 

Now, by harmonising new theory with the reality of 
new technologies we have shown how bearing life- and 
reliability- can be prolonged nigh on indefinitely. 

75 years of close customer co-operation has given 
us the expertise to create a virtually boundless programme 
of ball, cylindrical, taper and spherical roller bearing types 
in some 25,000 variants. From miniatures weighing three 
hundredths of a gramme to giants weighing 500 million 
times more. Assuring our customers worldwide of the exact 
bearing for every application. And ultimate reliability. 

Like an effective actuator, at SKF we're usually on 
the right track. 


SKE The exact bearing. 





















RP’S $25 BILLION IN SWAPS: 
TAKING THE SHOCK OUT O 
INTEREST RATE AND CURRENCY RISK 


© In 1985, the global swaps market was again led by the investment bank that has 
-Tor years: Citicorp Investment Bank. With a volume of over $25 billion, Citicorp. 


-dominant share of the swaps market remains unchallenged. 





-~ We stil offer the world’s widest choice of risk management solutions: swaps, 
a ceiling and floor/ceiling agreements, managed heages, futures and options. And no 


-only do we continue as swaps market makers in US, Canadian, Australian and N. 





Zealand dollars, Yen, Pounds Sterling, Deutschmarks, Swiss Francs and Dutch 
Guilders, we will also tailor swaps transactions for any other currency with the help o 
our extensive global counterparty coverage 
-We have recently joined together our long-dated foreign exchange and ou 

currency swaps Capabilities. Since we are number one in each area, we decided 
make all that power work together. 

Our capital base of $76 billion and our global network, second to none, back u 
our Capability to deliver the best solutions to our customers’ problems. 

Citicorp Investment Bank. Global power—with local expertise. 


CITICORP© GLOBAL INVESTMENT BANKING 


Cumann MSS e heaps a registered cacenark SM Crecorn inwesinent Bank :s a sancemark of CED 


RURAL AMERICA BECOMES EXURBIA 
YEN AGREED. TAXES FORGOTTEN 
RULES ON HOSTAGES 


OOKORROR RYE SAVERS TRILLIONS 


A survey of investment management 


| lost my shirts 
iM I 





Who knows what 
the future holds 





British Aerospace’s new Experimental Aircraft— EAP — is as 
revolutionary in the 1980s as the Spitfire was in the 1930s. 

Its design technology is at the frontiers of knowledge to achieve 
levels of aerodynamic agility and pilot control not previously 
considered possible. 

EAP will prove much of the technology for Europe's New Fighter 
Aircraft Programme — Eurofighter —which is soon to be built by 
British Aerospace and its partners for service in the mid 1990s. 

Some 800 Eurofighters are needed for the defence of Europe 
demanding a work commitment from British Aerospace well into the 
twenty-first century. 

Such a project will require experience, skill, and vision — the very 
qualities that helped British Aerospace create the world’s most 
advanced range of military and civil aircraft, spacecraft and guided 
weapons systems. 

Spitfire and EAP might be generations apart but the pedigree is 
the same as is the foresight to provide for whatever tomorrow 
may hold. 


BRITISH AEROSPACE 


„-- UO WHEL 
we belong 


British Aerospace plc, 11 Strand, London. 





THE 
OF TRADE FINANCE 





The ABC Group Trade Finance specialists have 
never been so strongly positioned to respond to 
today’s demanding trade finance requirements. 

Apart from detailed knowledge of the Middle 
East markets, ABC's global network allows the most 
complicated international deals to be financed 
quickly and effectively. ABC can arrange short and 
medium term, fixed or floating rate finance 
denominated in any major currency, together with 
currency and interest rate swaps. This innovative 
competitive service is available throughout the 
Group’s subsidiaries and affiliates. 

Our expertise has meant efficient funding for 
a growing number of companies — why not profit 
from our success? 





Ah á 
Arab Banking Corporation 
The bank with performance and potential. 


Head Office: RO. Box 5698, Manama, Bahrain. Tel: 232235. Tix: 9432 ABC. Telefax: 274674. 


Branches: London: Milan: New York: Paris: Singapore: 
Tel: 01-726 4599 (02) 801-131 (212) 850-0600 40.70.01.01 224-2977 
Tix: 893748 ABC 322240 ABC 661978 ABC 648343 ABC F RS 28989 ABC 


Other ABC Group Offices in Bahrain, Barcelona, Frankfurt, Grand Cayman, Hong Kong, Houston, London, Madrid, 
Monte Carlo, Rome, Singapore and Tokyo. 


THATCHER'S ELECTION ECONOMICS 

SUPPING WITH AYATOLLAHS 
EMBRYOS REVISITED 

HYPERINFLATION AND BACK 


How four countries escaped 
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The phenomenal success of the Lucky 
up has, para 
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always been ame 


-Goldstar anding industries 


ilt, they've t come one of the largest 
companies in the world, with their gro 
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and exports 
lucrative growth d never have got there without the help of a 
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return on their overseas revenues They use our investment 


They know that. wherever in the wi rid they 


O banking capability in corporate finance floating rate notes 
lone were to the 


juire commer ial or investment banking services 
and interest rate swaps — 2 recent Swaps alo 


œ bank has the strength, size and gl bal network to 


. tlds 


liver the best solution quickly, without bureaucracy tune of US$19 million 


it's a great partnership. A 


a bit like the particles ina laser b 


d with perfect co-ordination 
Stick together and you'll goa long way 


Our 24-hour trading in the world’s foreign 


changes gives all their companies the highest possible 
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“Unlike me, my Rolex never needs a 


Placido Domingo, possibly the 


greatest living tenor, has one over- 
riding ambition — to help more 
people, all over the world, under- 
stand and appreciate the music 
he loves. 

To this end, Placido Domingo 
has learned 80 different operatic 
roles — an amazingly diverse and 
daunting repertoire, but also one 
which attracts the widest possible 
audience. He has also sung the 
lead role in ‘My Fair Lady’ and 
performed Zarzuela folk-songs, 
simply to interest more people in 
the power of music. In recent years 
his films, including ‘La Traviata; 
have given pleasure to many 
who discovered opera first in the 
cinema. Very recently, Placido 
Domingo has completed the most 


pt 


ambitious opera film ever made, 
where his Otello is directed by 
Franco Zettirelli. 


And now, Placido has added 


yet another career to his operas, 


films, videos and records both asa 


singer and a conductor. “My goal,” 


he says, “is to be a real Music 
Director...to bring together the 
best conductors and best stage 
directors and the best possible 
casts.” 

So he has become Music Ad- 
visor to the Music Center Opera 
Association in Los Angeles, with 
the aim of building a new, world- 


class opera company. The range 









Royal Opera H Covem Gard 


x” 
rest. 
of Placido Domingos activities 
recalls the spirit of the Renais- 
sance, where the most gifted crafts- 
men excelled in as many related 
skills as possible. 

During 1986, Placido I Jomingo 
has used his remarkable voice as 
often as he dared to raise funds 
for Mexico following the earth- 
quake in which so many people, 
including members of his own 
family, lost their lives. 

To keep up with the ever- 
increasing demands on his time 
Placido Domingo, the Ambassador 
of Opera, relies on his Rolex.“This 
watch is perfect for me,” he says, 
“because, unlike me, it never needs 


W 
ROLEX 


of Geneva 


a rest. You could say it's 
one of my favourite 
instruments.” 


THE ROLEX GMT-MASTER CHRONOMETER IN 18CT. GOLD. ALSO AVAILABLE IN STEEL AND I8CT. YELLOW GOLD OR IN STAINLESS STEEL 










sa pals Average of mair NOVEMBER 15 1986 


surveys : 
Volume 301 Number 7472 E ae 


World politics and current arans- 


15. Dairy, prairie 

16- Come back, old Réagaa 

47 When life begins ; 

18 If the Tories win again 

19 In defence of company raiders 

20 Muck in your eye and the Rhine | 

23 International: The woman who would not be queen of the i 
Philippines; Japan; India and Sri Lanka; China an 
West Bank; Vanunu affair; Peru; Mexico; indones 
nam; Singapore; South Africa 5 

33 American Survey: New tales from the Arabian: 















Thatcher leads 
But may waste her third term, 
page 18. Queen's speech with 
little straw, so can't drop 
bricks, page 71. Teachers ina 
pit, and public spending in its 
{ usual bind, page 69. 


ONAL LEE ENE LEE IBIAS ANERE 
Not the old Reagan 
After Reykjavik, the hostage 
bungie: the perils of wanting a 
popular deal, page 16. 
Blushes and curses in 
Washington, page 33. And 
France does it too, page 44. 






























Angeles; Sex education; Congress; Cape Hatteras 
43 Europe: Pollution: Europeans do. it to each other 
and the Middle East; eec and Syria; West Germany 





Quite contrary 

Fortunately, the world’s present 

agricultural policies will soon 
se, page 15. Britain's 



























Business, finance and science | 


53 Hyperinflation: Taming the beast 

75 Business this week 

77 World Business: The Bunch is dead, long live the pack: pe 
iam Clones; Sandoz; Video films; Thailand; Shipbuilding; 
Royal Dutch/Shell; Neue Heimat; Sugar; Foreign-exchange 
reserves; General Motors 

88 Schools Brief: Cartels and upstarts in the air 

91 Finance: Wall Street's junkies are hooked on takeovers: 
American investment banks; London. Stock Exehange, 
West German shares; Exco and W. I. Carr; City sacking; 
Asian futures; 24-hour government bonds; Wine ==: 

99 Science and technology: Making babies is hard to do; F 
Semiconductors, Gallium arsenide; Natural rubber: 

102 Technology Brief: Voice machines 

115 Economic and financial indicators: Output, prices; ‘elie 9 
commodities, bourses, interest rates, trade; plus a closer f 

look at Japanese trade and at bond yields ; 


Corporate raiders 
Help transform Corporate 
America, page 19. Take over 
Wail Street, page 91. Reward 
investment banks, page 92. 







x will take all Europe to tackle 
the pollution challenge, page 
20. The assorted messes, and 
non-solutions, page 43. Poor 
Sandoz, page 78. 


Europe’ s skies 
Stil cartelised, page 49. 






















































Embryonic morals 
Time to draw them, and about 
abortion too, page 17. 
Whatever happened to test- 
tube babies?, page 99. 
Contraceptives for American 
schooichildren, page 41. 
Britain and AIDS, page 72. 



















Computers at are getting ears, 
pages 102-103. 


Not Queen Cory 
_ She prefers to stay.real boss in 
athe Philippines, page 23. 


Books, arts and letters 


105 Books and arts: Science fiction—-three men in a starship; |. 
Sci-fi writers and religion; Star wars; Architecture and 
technology; Lloyd's building; Computerised piano: 
recordings 
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LETTERS 


The universe 


SIR—The Economist always 
sounds authoritative, leading to 
the ever-present danger that it 
may be believed. If the article on 
the cosmological big bang (No- 
vember 1st) admitted that there 
were doubters, then surely they 
were only as mercantilists after 
Adam Smith! 

Yet there are those of us who 
still believe in a steady-state uni- 
verse, not as reactionary adher- 
ents to an older order, but as 
proponents of a more novel 
explanation. 

If the distant parts of the uni- 
verse are observed to be receding 
at a speed proportional to their 
distance, the simplest and best 
explanation is that the measuring 
rod of distance itself is subject to 
inflation. To the economist—so 
used to distinguishing between 
money-measured data and actual 
volume—the idea that observed 
distance should be only part of a 
twin reality seems not only ac- 
ceptable, but almost familiar. 

The universe may thus be 
imagined against a background of 
a very slowly shrinking sheet of 
graph paper. When a local phe- 
nomenon (eg, Halley’s comet) is 
observed, the shrinkage effect is 
negligible, and velocity is mea- 
sured as the familiar ratio of 
distance to time. Conversely, be- 
tween two distant galaxies the 
shrinkage effect imposes an ob- 
served velocity of recession 
(measurable by the “red shift”), 
proportional to distance. 

Now, it may be objected at this 

int that to say that distance 
itself is diminishing amounts to 
exactly the same thing as saying 
that the universe (measured in 
units of distance) is expanding. 

No. There never was a time 
when an immensely dense uni- 
verse was packed into the centre 
square of the graph paper—the 
analogy is deficient. For while 
distance is diminishing over time, 
so it is renewing itself and re- 
maining unchanged, as one might 
imagine a closed loop of film 
showing railway lines forever 
vanishing into the distance. 

If space is shrinking, two dis- 
tant galaxies may recede from 
each other for millions of years 
without getting any farther apart, 
just as money may earn interest 
without increasing its purchasing 
power. Yet this recession gives 
rise to real velocity and thence to 
real kinetic energy. Thus is ener- 
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gy derived from underlying sta- 
sis. Here, indeed, is exactly the 


powerhouse without which a 
steady-state universe would run 


down to thermodynamic 
equilibrium. 
London Dick LLOYD THOMAS 


SIR—Alan Guth, the author of 
the “inflationary scenario”, 
which you treated in your article 
on cosmological theories of the 
origin of the universe, is on re- 
cord as saying that the “universe 
is the ultimate free lunch!” 

There is curiously a story about 
the Islamic folklore hero, the 
Mullah Nasruddin, which antici- 
pates such a scientific attitude. 
An atheistic scientist was one day 
invited to a meal by Mullah Nas- 
ruddin. The Mullah let the scien- 
tist talk on about how scientists 
were now at the point where they 
could begin to account for the 
universe without the need for a 
creator-god, when the scientist 
came to a point where he felt it 
incumbent upon him to express 
his genuine pleasure in the meal 
he had just consumed. He polite- 
ly asked what was the Mullah’s 
secret in the art of cooking. The 
Mullah replied that he simply put 
all the ingredients upon the kitch- 
en table and let them cook them- 
selves, for they knew which pot 
and which sauce and for how long 
they should be cooked. Lo and 
behold, they also knew how to 
arrange themselves upon the 
plate to the best effect for the 
eater. “But, Mullah, you are hav- 
ing me on, things like that just 
don’t happen in the universe!” 
the scientist protested. “Really?” 
the Mullah replied. “But you 
have spent the whole evening in 
trying to convert me to such a 
view!” To which the scientist 
had, of course, no answer. 


Cheltenham, 
Gloucestershire C. M. CASTLETON 





Harold Wilson 


Sir—That your reviewer (Octo- 
ber 25th) was as disappointed as 
the rest of us that Mr Harold 
Wilson failed to deliver the better 
Britain “forged in the white heat 
of the technological revolution” 
is no excuse for retrospective in- 
justice. It is right to criticise Lord 
Wilson for leaving the Labour 
party so divided that the SDP was 
the outcome but to go on in the 
next breath to lump him with 
Derby and Aberdeen is a bit 
thick. Derby salvaged the squir- 
archical Tory rump from a seces- 
sion, gave it unity and began its 
re-education. Aberdeen’s gov- 
ernment was the start of that co- 
operation between Whigs and 
Peelites which produced the 
Gladstonian Liberal party. I sus- 
pect that both the Davids might 
welcome such similes. 

Clitheroe, 


Lancashire J. FYLes 





Science v the arts 


SIR—In your articles on educa- 
tion, and in subsequent letters, 
the need to pay a premium to 
teachers of the more vital disci- 
plines is stressed: mathematics 
and the sciences are the ones that 
hog the limelight. This seems 
extraordinary when a cursory 
look at countries and organisa- 
tions shows no lack of people 
able to count, deduct, extrapo- 
late and produce spanking new 
models, theories and 
technologies. 

The major shortfall of the 
twentieth century is a universal 
inability on the part of individuals 
and organisations to cope and 
work productively with other in- 
dividuals and organisations. The 
second shortfall is the consistent- 
ly low level of importance at- 
tached to these skills. Future gen- 
erations will look back askance at 
our energetic pursuit of technol- 
ogy side by side with our inepti- 
tude at addressing the need for 
education to handle human and 
organisation issues. 

The need for high standards in 
sciences, vocational crafts or 
whatever is clear. But a good deal 
more vision in education will be 
needed to provide those skills 
and qualities able to reconcile 
peaceful utilisation of technology 
with increasing leisure time and 
ever larger employment-free sec- 
tions of the population. 

At the very least, this suggests 
the need for a syllabus with an 
imaginative emphasis on the arts 
put at last in the context of pur- 
pose. At the best it requires edu- 
cationists to develop learner- 
centred ways of talking about 








society that permeate scienc 
(their application?), social sı 
ences and arts (what do th 
mean to us?) and vocational ai 


life-skills education. Effecti 
educators in this field are prob 
bly even rarer than the mu 
sought-after maths and scien 
teacher; when found, or traine 
they also should be paid accor 
ing to quality and scarcity. 

A prime target for such educ 
tion would perhaps be those wl 
count, but cannot see. 

Jakarta, 


Indonesia Davip KNOWL 





Drexel’s 
SIR—In “Drexel’s junket” (Oct 
ber 11th), you attribute to me 
statement on Drexel Burnha 
Lambert’s 1986 profits. I nev 
made such a statement. Drex 
Burnham Lambert is a private 
held company that has never pul 
licly disclosed after-tax profi 
and is under no obligation to ¢ 
so. 
FREDERICK H. Jc 
Drex 


New York Burnham Lambe 


Chelsea pensioners 
SIR—You suggest (Novemb 
8th) that the Royal Hospit 
Chelsea is facing redundancy ar 
“has difficulty finding potenti 
inmates”. This is not so. The i 
pensioners have been up 1 
strength for some time, and the: 
is a waiting list of eligib 
gentlemen. 

DEREK STEPHE 


London Royal Hospital, Chelsi 


The Economist 
Intelligence Unit 


Special Report No. 1068 
Automotive Report No.5 


The UK Market - 
for Replacement 
Car Parts 


The UK market for car replacement 
parts is worth an estimated £2.2 
billion annually at the retail level. 
This report examines this 
fragmented and changing market in 
terms of the major channels of 
distribution and product groups. 

are provided on a cross- 
section of the associations, 
distributors, manufacturers and 
Suppliers involved. 
Price incl postage: UK & Europe £125; North 
America US$225; Rest of World £128. 
The Economist Publications Ltd 


10 Rocketeller Ptaza, 
London WIA 10W, UK New York, NY 10020, USA 
Tel: 01-493 6711 Tel: (212) $41 5730 


Return undeliverable mail to Times Printers Sdn, Bhd, Times Jurong, 2 Jurong Port Road, Si 2201. Subscptch qu poids pakut Abd 
information be addressed to The Economist Newspaper Lid.. Representative Office, 2 Jurong Port Noad. Singapura T. Tel: 2644891, telex: AS 22152 ECON 


ABU DHABI 


NATIONAL OIL 


S COMPANY 


one of the major oil companies in the Middle East controlling the Exploration, Production and > 
g of Oil, Gas and Associated Products in Abu Dhabi. 


Company wishes to recruit in its Data Processing Services Directorate a: 


| DP TRAINING EVALUATOR @ 


The candidate is expected to perform the following: 


1. Develops and participates in the implementation O 


development programmes for U.A.E. Nationals. 


2. Surveys and quantifies, requirements 
03, Plans a cost-effective DP programme. 
The candidate should have a B.Sc. degree in 

8 years experience in Data Processing of which 


‘andidate to have experience in training in telecommunications. 
aterested candidates are invited to forward their applications together with photocopies of their education 
and experience certificates, within three weeks from the date hereof, to: 


THE HUMAN RESOURCES DIVISION MANAGER 


PERSONNEL DIRECTORATE 


f special DP induction training and career 


for training in all aspects of DP, both for DP staff and users. 
Co-ordinates and participates in the implementation of this plan. 
Computer Science or a quantitative discipline plus a minimum 
3 years related to training. It is advantageous for the 


x 


ABU DHABI NATIONAL OIL COMPANY (ADNOC) 


P.O. BOX 898, ABU DHABI — U.A.E. 





on AN 


AGEMENT 
CENTRE 


Peter M. Absalom, Corporate 


: = Telephone (02) 516 191 
uropean Headquarters of the American 


gement Association / International. 


With over 400 public and in-company programmes a 
year, attended by over 9,000 middie and senior 
managers, Management Centre Europe has become 
one of the largest and most prestigious manage- 
ment development institutions operating internation- 
ally. With further rapid expansion projected in the 
volume and range of our programmes, we are seek- 
ing to expand the list of potential guest lecturers on 
whom we can draw in the following fields: 


FINANCE & BANKING 
GENERAL MANAGEMENT SUBJECTS 


INCLUDING: 

= STRATEGIC PLANNING s ORGANISATIONAL 
DEVELOPMENT a COMMUNICATIONS 
SKILLS a LEADERSHIP 


MANUFACTURING MANAGEMENT 
MARKETING & SALES 
INFORMATION TECHNOLOGY 


| MANAGEMENT 
HUMAN RESOURCE MANAGEMENT 


INCLUDING: 

a GENERAL PERSONNEL MANAGEMENT ® 
TRAINING @ COMPENSATION MANAGEMENT 
s INDUSTRIAL RELATIONS 


PURCHASING 


Potential lecturers may cur- 
rently be practising business 
managers, or academics/con- 


sultants. To be admitted to our <} 


register they would be expected. - 
to be able to show the following 
qualifications: 


a Appropriate academic/pro- 
fessional qualifications in their 
field : 

s Relevant line or staff man- 
agement experience involving 
some international exposure 


a Substantial and successful 
lecturing experience to senior 
management audiences 


a Fluency in English; other Euro- 
pean languages an asset 


a Be prepared to consider both 
public and in-company 
assignments 


if you are interested in the pos- 
sibility of lecturing for us, please 
write to me enclosing your cur- 
niculum vitae and any other 
documentation which you feel 
might be relevant. 











The Oil and Gas group in Norsk Hydro has the responsibility for the 
-company’s exploration activity for oil and gas, follow up of our interests in 
: f Norsk Hydro is shareholder and development and 
fields where the company has the operatorship. 

With the Oil and Gas group the Production department is responsible for 
erational activities and the subsurface resources management for the 
Ind gas development projects in which Norsk Hydro is involved. 
Reservoir Technology 
-* Oil and Gas group Oslo (Norway) 

Oseberg production Bergen {Norway) 


































Senior Reservoir Engineer - 

_ Evaluation 

_. For the basis organisation in Oslo, responsible for all 
evaluation and development activities outside the 

` Oseberg license, we require senior personnel with a 
"background in petroleum engineering and extensive 
experience in reservoir technical work. The candidate 
~ will be responsible for planning, coordinating and carry- 
:: ing out reservoir technical studies for 

* Prospect and discovery evaluation 

+ Field development 

¢ Production optimisation 


~The job will also contain an element of coaching less 
experienced reservoir engineers in the reservoir 
engineering team. 


Tasks to be carried out will require the use.of classical 
reservoir engineering methods and advanced reservoir 
simulation tools. Experience in evaluating compositional 
effects of various recovery mechanisms will be an 
advantage. 


- Letters should be marked: «Confidential no 018» 


-Senior Reservoir Engineer - 
Simulation 
For the basis organisation in Oslo, responsible for all 
evaluation and development activities outside the 
Oseberg license, we require senior personnel with a 
background in petroleum engineering and extensive 
experience in reservoir technical work. 


The candidate will be active in integrated reservoir 
studies which require numerical-simulation support and 
be responsible for improvement and adaptation of 
simulation tools to the specific. requirements in Norsk 
Hydro. Experience in compositional.modelling and/or 
modelling of dual porosity systems will be an advantage. 


Letter should be marked: «Confidential no 019» 





Norsk Hydro offers career development in the basis organisation for 
petroleum technology, situated in the Oslo area. This sector offers 
technical services and resources in production geology, reservoir 
technology and well technology to exploration, field development and 
operational projects in which the company is engaged. 

The section for reservoir technology requires technical staff for its 
activities in the North Sea, especially for the operator tasks in Oseberg 
and Brage fields. ° 

The tasks for the Oseberg field are generally carried out in Bergen. 


Senior Reservoir Engineers 


Head Reservoir Technology- sits 
Oseberg Production Department 
For the Oseberg Production department in Bergen _ 
development activities are in the execution phase: 

+ Platform drilling will commence in 1987 

e Subsea satellite:drilling is ongoing 

¢ Long term well testing with the PTS (Production Test 


Ship) is currently ongoing on subsea wells in the 
Osberg field 





We require a senior engineer with a background in 
petroleum engineering and extensive experience in _ 
reservoir technical work, which includes work in a 
leading position. The candidate will be leading a 
department responsible for: 

e Production strategy and reservoir management 
¢ Optimisation of well locations 
e Optimisation of production profiles 





The function involves initiation and follow up of 
external studies, contact with partners and authorities 
and requires a thorough understanding of classical — 
reservoir engineering methods and reservoir simulation 
tools. 


The letters should be marked: «Confidential no 020» 


We are interested in that both men and women with 
relevant higher technical university degrees apply for the 
positions. : 


Further information concerning the position in the 
Osio area can be obtained by contacting Henk 
Goemans, Reservoir Technology, ph. + 47 2 59 87 12, 
for the Bergen area Tore Torvund, Oseberg Production 7 
Technology, ph. + 47-5 21 60 00, or for'both areas Rolf 
Norgren, Personne! Dept:, ph. + 47 259 85 23. 


Application with copies of testimonials showing - 
education and experience marked with the respective 
confidential number should be sent to: == 


Norsk Hydro a.s 
Personalseksjonen Vækera ~ 
PO. Box 200 

N-1321 Stabekk 
Norway 





























invites applications for the post of 


SCIENTIST (ECONOMIST) 


e UNDP/World Bank/WHO Special Programme for Research and 
Training in Tropical Diseases ( DR) with duty.station in Geneva 


Duties: Plan and manage the activities of the TOR Scientific Working Group and its 
-Steering Committee on ‘social and economic research itrrelation to tropical diseases; 
review research proposals; monitor and evaluate projects funded by TDR; co-ordinate 
TDR activities in the field of social and economic research with those of other scientific 
-Working groups in TDR, and with TOR's activities in research capability strengthening; 
_ provideadvice to institutions, principal investigators, and individualsin developingand 
` developed countries on Socia and economic research applied to tropical diseases. 


` Requirements: Postgraduate degree at PhD level in economics, sociology, anthropology, 

geography, or equivalent. Minimum. of six years experience in social and economic 
research related to developing countries, including field research in developing 
countries; knowledge of the economics of health inthe context of developing countries; 

“arity with the social and economic aspects of tropical diseases with research on 
sonomics of disease and development. Excellent knowledge of English or French 
ae, NOrkINZ knowledge of the other. 

; say: Tax-free salary including cost of living component currently not less than 
US$66,073 (single) and US$7 1,549 (with dependants) plus attractive international 
allowances and social security benefits. 

This. vacancy is open to applicants of either sex. Applications from women are 

„encouraged. 

Applicants should send a detailed curriculum vitae quoting reference MPR/TDR not 

: tator than 28 November 1986 to: 


























































ji ae Personnel (MPR) 
i ro. World Health Organization, CH-121 1, Geneva 27 
©. Only applicants under serious consideration will be contacted. 





















‘International Fund for Agricultural Development 


"IFAD (United Nations) located in Rome (Italy) seeks candidates to 
. fel des fill the post of 


Incumbent will report to Director, Asia Division, Project Manage- 
“ment Department and will be responsible for processing of 
development projects at all stages of the project cycle including: 

— jdentification and preparation of projects; 

< participation. in project appraisal and arrangements with co- 

operating institutions and/or co-financiers; 

preparation of loan documents; 

= project monitoring, follow-up and review of supervision reports; 

L preparation of project reports for governing body and annual 
programme of work. 

Candidates should have an advanced University degree in Econom- 

ics, Economic Development, Public Administration, Agricuitural 

Economics or Agricultural Science, with 10 to 15 etd experience 

in project formulation and implementation. Excellent knowledge of 

English with knowledge of French desirable. Ability to travel 

extensively, also to tropical countries. 

Depending on experience and qualifications, net base salary per 

“annum will range from U$$39,290.00 to US$46,340.00 with 

dependants and US$36,283.00 to US$42,638.00. without de- 

pendants. Cost of living ‘allowance subject to change according to 

United Nations Common System will range per annum from 

US$11,961.00 with dependants and US$11,045.00 without 

t dependants. 

nitial contract is for two years. Deadline for applications is 12 

January 1987. 

Pe Send appl ications in first instance to: 

The Economist, Box 3509, 25 St James's Street, London SW1 1HG, UK. 



















































































































: December, 1986. 


IDRC/CRDI 


S atun yg Pea 


CANADA The International Development Research Cen- 


tre (IDRC) is a public corporation created by f. 
the Parliament of Canada to support research 

designed to adapt science and technology to the needs of 
developing countries. The Centre is presently recruiting a: 


Director 
Communications Division 


IDRC’s Communications Division is responsible for two well 
established and one evolving set of activities: these are the 
Centre’s public affairs activities worldwide, a programme of 
scientific publications covering many disciplines and operating in © 
several languages (principally English, French and Spanish) and = 
an emerging activity aimed. at assisting developing-country re- 
search institutions to improve their abilities in the dissemination of = 
the results of research to a variety of non-scientific audiences 
using both print and non-print media. The Division has a present 
staff of 49 people. The Division has a past of producing award- 
winning films and publications on which to build. 


The Vice-President Collaborative and Information Programmes 
will rely on the successful candidates to manage and direct the 
Division, as well as to select, direct and develop a varied staff of 
communications specialists located both in Ottawa and in the 
developing world. He or she will oversee the formulation of the 
Division's priorities and operational procedures, and the develop: 
ment and implementation of an enhanced activity relating to the ~ 
dissemination of research results to non-scientific audiences in 
the developing world using print and non-print: media. The 
incumbent will also liaise with a wide range of officials inside and 
outside the organisation, in Canada and abroad. 


The successful candidate will be appointed by the Centre’s Board 
of Governors and will participate as a member of the Senior 
Management Committee of the Centre. The incumbent will direct 
the formulation of and present for Board approval, the Division's 
Programme of Work and Budget, and recommend all projects 
within the Communications sector for approval by the President 
and/or the Board of Governors. 


The ideal candidate for this highly responsible position will have 
the following qualifications: a postgraduate degree with speciali- 
sation in a relevant communications-related discipline; a-recog- 
nised ability as both a communicator anda manager of communi- 
cations activities, together with experience in developing new and 
appropriate. policies in the communications field; experience in 
managing highly-skilled and well-motivated. staff, as well as 
experience on a management team in an academic or a research 
institution; and significant experience in the developing world in 
some capacity relevant to the work of the Division. 

Aiso important are a demonstrable dedication to and concern for 
the needs of developing countries, good health and a willingness 
to travel extensively in the developing world. Fluency in English 
and French is a requisite; additional language capacity would be 
an asset. 

This position is directed towards Canadian citizens or permanent 
residents of Canada. 

if you are interested in this Ottawa-based position, please forward 
your curriculum vitae to: 

Chairman, Search Committee, Human Resources Division, 
IDRC, PO Box 8500, Ottawa, Ontario K1G 3H9, before 19 







































TRADE REPRESENTATIVE 


The Province of Saskatchewan, Canada, is located on. th 
central plains of North America. Saskatchewan is the majc 
producer of wheat and other grains for Canada and is ric 
in natural resources: The province is engaged in a maje 
programme intended to broaden and diversify its econorr 
ic base which will include its burgeoning high-technolog 
industry. Be? an o o 

The government wants to secure the services of a 
investment and trade representative to identify and devel 
op investment and trade. opportunities in priority sector: 
and markets; to provide Strategic advice on priorities anc 
initiatives; and to implement investment and trade activi 
ties in accordance with the government's -@Stablishec 
objectives, : : 
Working in London, England, the candidate will have 10-15 
years of business experience in international investme; 
and/or trade promotion. He will have extensive knowlede 
of the UK, Germany, France and eastern Europe. Knowl: 
edge of English, German, French, Italian and/or Russian 
would be an asset. one 


Interested candidates should submit a résumé in confi- 
dence to: . 


- LONDON 
| DAILY NEWS 


Requires; 









__ Project Accountant 
‘Management Accountant 
Financial Accountant 






The London Daily News is a new and unique 24- 
hour London newspaper launching in the early 
part of 1987. This is an exciting and dynamic 
Project that requires individuals with a high 
f degree of financial and business expertise. 
















| Project Accountant 


¢.25,000 Responsible to the Financial Controller 
¿> = for the introduction of system and 
controls. This will entail the planning 
organisation directing and adminis- 
trating all aspects of the department. 








Office of the Agent-General 
21 Pall Mall, London SW1Y 5LP 






















| Management Accountant 


' ¢.20,000 An Accountant with a recognised qual- 
ification to be responsible for the prep- 
aration, development and interpreta- 
tion of management reports and 
business plans. 


RIVKIN JAMES CAPEL 


OUTSTANDING SALES/ 
RESEARCH OPPORTUNITIES 


The merging of James Capel & Co's highly regarde 
Australian Research/Sales team with that of Rivkin Limit È 
ed’s. entrepreneurial stockbroking operation has created” 
two outstanding opportunities in London. 











_ Financial Accountant 


c.20,000 To be part of a newly-formed central 

l team with a wide and varied brief 
including all aspects of regular finan- 
cial reporting. 







We require an experienced mining/resources analyst and a 
sales person to extend Rivkin James Capel’s continental 


client service in Australian equities. Alternatively we 
would seriously consider an approach by a team looking to 
move into an internationally orientated and rewarding 
environment. 







Please write enclosing full C.V. to: 
















Mr Darryl Sanger If you are interested please write in confidence with details 
General Manager of your career to David Sheridan, at: — 

Room 205, Orbit House james C JH ce: 

New Fetter Lane PO BL. pee 

London S Mar 






E 6 Bevis Marks 
EC4A 1AR on London EC3A 7JQ 
- > Tel: 01-283 6141. 





Daily and weekly prices for over 100 energy commodities coverit 
all markets available for the first time in one volume 
@ Crude Oils & Petroleum Products 
© Petrochemicals & Chemicals @ Fertilizers & LPG 
@ Gold, Silver, Platinum, Rubber & Cotton Be 
è Currency Rates & Related Stock Prices. eS 
Physicals & Futures Markets, Graphs, Editorials from leadir 
members of the industry, He 
An invaluable, easy-to-use single source reference gu 
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-A PREMIER INVESTMENT OPPORTUNITY 
.. for 
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The Canadian government has this year added a new immigration category that allows 
persons to invest $250,000 Cdn as part of their qualification for landed immigrant status. 
CANADA WEST VENTURES LTD. has been approved by the Canadian government for 
this program as a privately administered investment syndicate. 


CANADA WEST is managed by Ventures West Management Inc. It has the largest private 
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West has been managing such funds for leading Canadian institutional investors for more 
than thirteen years. 


Those wishing more information on this program should contact Jeffrey McNair or 
Michael Brown at: 


CANADA WEST VENTURES LTD. 
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And while you're turning, somebody 
out there is making plans to grab the 
customers your company needs. 
Maybe it’s already happening. A lot 
of companies make the news by learning _ 
about the international marketplace 

the hard way. 

Are we trying to tell you there’s an easy 
way? Not really. Except that the easiest 
way is probably to work the hardest. 
But if you are taking foreign sales 
seriously, the transaction skills we've 
déveloped over the years could make 
life easier for you. 

Remember, these are the markets 

we grew up in. And our business keeps 
growing. 
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a. 7 
iry, prairie 
he rich and mainly industrial countries farmers are 
said too much, so they produce too much. In the poor 
ind mainly agricultural countries farmers are paid too 
ittle, so they produce too little. Europeans trample 
Cognac grapes into industrial alcohol; Americans fill 
Mountain caverns with butter; Japanese pay 
times the world price for their bowl of rice. 
awhile, many million Asians and Africans live in 
poverty and go hungry to bed. Do not despair. 
mistakes are so large that these contrary policies 
will soon collapse. Properly staged and handled, that 
zollapse will leave the whole world better off. 


l- the subsidies and protectionism were removed, 
calculates the World Bank, consumers and taxpayers in 
the rich OECD countries would be $100 billion a year 
better off, while their farmers would be only $50 billion 
worse off. Conclusion: win your next election by paying 
farmers a net $50 billion a year in a wiser way. As the 
worst present way, the Japanese government gives its 

iree times the world price for rice, then feeds 
it to pigs at half the world price, while charging human 
Japanese 16-20 times what it charges the pigs. The 
prime minister, Mr Yasuhiro Nakasone thinks this is 
politically popular. In future trade negotiations, it will 
be kindly to insist that the Japanese go over to 
completely free agricultural trade. 

he second worst system is the EEC’s. It pays its 

rs twice the world price for their dairy produce. 

result, the butter mountain is reaching 1.5m 
tonnes, even though quotas have been imposed to keep 
production down. Storage costs of all EEC surpluses will 
soon go above the value of the stored products; the 
costs are increasing daily, while the value is declining as 
butter deteriorates into nasty butter oil, and grain 
degenerates into something indefinable. Yet European 
farmers are bringing even their most marginal land 
under the plough—turning the European countryside 

a chemical landfill as they put in more fungicides, 
herbicides, pesticides and other cides to raise produc- 
tion. They assume that the EEC will soon have to extend 

otas on dairy cows to grain acreage, and that the 
s will be based on acreage in previous years. 

nge for the better will come more quickly if critics 
the temptation to repair bad incentives. Half-free- 


market-men used to argue that any quotas should be 
auctioned: should they, now that in western Canada th 
right to sell one cow’s milk costs eight times as much t 
one cow? The best approach is to widen the cracks 
hasten the collapse and then build a better system. Th 
cracks are coming first in the United States, where 
farming support has mushroomed from $2.7 billion i 
1980 to a record $25.8 billion in 1986. The E 
taxpayers should revolt next: they are spending aroun 
$21.5 billion on farm support this year, up from $6 
billion ten years ago. oe 
_ The Reagan administration has suggested a freeze on 
all farm subsidies in the new round of trade talks in the 
GATT, as a first step to phasing out all subsidies and 
trade barriers. A danger is that the new Congress may 
say that any “concessions”: should be “strictly bar- 
gained”: that any cuts in America’s target prices, loan 
rates and deficiency payments must be matched against 
cuts in the EEC’s intervention prices, loan rates and 
deficiency payments. Such bargaining could see out 
most of this century. a 
An emergency economic summit would provide a 
short cut. The United States needs to take the lead, and | 
for once give agriculture the prominence it deserves at . 
the top. Australasia and Argentina would support th: 
so should Canada, even though it has just imposed 
hefty tariff on American maize. Everything would then 
depend on whether the EEC plucked up its courage to 
support America. If it did, Japan could not keep out of — 
this Euro-American anti-corn-laws. league, There 
would then be real reform, not just another tedious — 
transAtlantic and transPacific trade row. 
The political costs of such bravery are diminishing 
every day. Britain is the big EEC country most ready te 
weaken the common agricultural policy, because on 
4% of Britons now farm or work directly for farme 
France is the policy’s shrillest supporter, but only 8% of _ 
French workers are now on the land, down from 22% in 
1960. The country that matters most for European 
reform will probably be West Germany, where 53% 
work on the land—but most of them are part-timer: 
with another job, including Mr Ignaz Kiechle, the farm 
minister. In advance of the general election in January 
Mr Kohl won’t annoy Mr Kiechle. Many German 
farmers live in Bavaria and Schleswig-Holstein, poli 
cally sensitive states for the right in the centre-ri 





ion gov tt st ‘Suggest the 
Kohl government will walk the January election. Pro- 
vided it does not do so well that it can shed the 
liberalising influence of the Free Democrats, a new 
Kohl coalition could explore better ways of keeping 
Bavarian farmers happy than the EEC’s price-fixing. 








_. Soaking the poor - 

_ The difference in the third world is that the subsidised 

minority lives in town; the soaked majority in the 
countryside. While many farmers in rich countries 
receive double the world price for their produce, many 
_ peasants in poor ones are palmed off with half the world 
_ price, often by awful state marketing boards. 
This is now changing for the better, as the world’s two 
largest countries are allowing markets rather than 
mandarins to set agricultural prices. India was the 
world’s basket case in the 1960s, until it ceased to rely 
on “food for peace’’—the brilliantly conceived tag that 
American farm lobbyists stuck on their country’s 
dumped surpluses. Food prices then rose in India, so 
‘peasants started growing food for market. Last year, 
_ India was a net exporter of grain. China’s turnaround is 
even more remarkable. The average real incomes of its 
800m peasants have almost trebled in the eight years 
_ since the Chinese government scrapped the communes, 
letting rural families earn more if they produced more. 
In Africa, Zimbabwe has shown what happens when 
farmers are given their head. It has helped feed 
Ethiopia, charitably, and South Africa, profitably, 
during their recent droughts. It need not fear any 
competition from Tanzania. Though 80% of Tanzani- 
ans live off the land, the government pays farmers just a 
quarter of the world price for their maize. 

In those third-world countries where farm folk far 
outnumber town folk, the answer to most agricultural 
problems is simple: let market prices prevail. The 
consequent rise in farm output would slay two vultures 
- with one stone—staunching both the flow of people off 
the land into urban shanties and the flow of scarce 
foreign exchange abroad to pay for imported food. 

In industrial countries, the political aim should be to 


: The new one is making unReaganish mistakes 


Ronald Reagan should stick to his simple verities. Be 
watchful as a hawk with the Russians, don’t play footsie 
with terrorists: so long as he followed his own advice on 
such matters, he kept America out of trouble and won 
applause from Americans. He has lately been caught 
out breaking the rules on both counts, and has thereby 
done himself and his country no good. In the dealings 
with Iran which have come to light this month, as in last 
month’s meeting with Mr Gorbachev in Iceland, Mr 
Reagan let his eagerness to strike a deal he thought 
would be popular override the caution that ought to 
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give far lion 
that do not pinch $100 billion 


some back, old Reagan 


farme sar of suppo 
-a year from everyboc 
else. The social case for continuing some support is th 
the 2% who stay on the farm provide a service for tl 
other 98% of people, both aesthetically (Hampshi 
looks nicer than Wolverhampton) and maybe in terr 
of community values (many want to believe th 
country people are more kindly, more neighbour! 
more moral and more wise). Neither aim will be serve 
by the present policy of using money to rig markets 
get farmers to overproduce food in the most factor 
farm sort of way. The surpluses mean that the EEC foc 
cartel is now as likely to crash in 1986-96 as OPEC was 
crash in 1976-86, and Europe’s farmers may go down 
depression in the most surly and self-defeating wa 
When romantic pastoral Bretons burn lorries full | 
Thatcher’s sheepmeat, Bretons become as beloved t 
Europe’s televiewers as Scargill’s pickets were. 

Some part of rich countries’ rural support shou 
switch to the rural tourist industry: pony-trekking, duc 
ranches, adventure holidays for rock-climbing and | 
tents. Because villages are nice, more relatively well-t 
do people want to live in them. Victorian rural Britai 
prospered by providing services and stores for 
squire’s big house. The squire is gone, but his big he... 
may become a conference centre; let a dozen telecon 
muting stockbrokers bloom nearby. “Boutique farn 
ing” has helped each farm acre in Massachusetts 1 
bring in 33 times as much cash as the average acre und 
corn in Iowa; the subsidy-fed rural European shoul 
not mock at designer beetroot and the servicing « 
speciality restaurants for the diet-conscious. 

Such ideas are not as macabre as America’s subsi¢ 
for tobacco, nor as the EEC’s system of making som 
farmers pay more for feed for their cows than the 
would get on world markets for those cows’ milk. The 
are less mad than the central principle in politician 
pricing policies for agriculture in the past three decade: 
Politicians have done most to encourage the productio 
of food in all the countries where the main medic: 
problem is obesity, and most to discourage it in a 
countries where starvation remains a threat. 

















































have told him he was stepping on to thin ice. 

The details of the Iranian dickerings that hav 
trickled out of Washington over the past week make 
clear that this was no more than a bid to buy th 
freedom of the American hostages in Lebanon b 
providing arms and money to Iran, the hostage-holder. 
mentor. The rule against paying ransom for hostages | 
not absolute: it can be justified if the bargaining is pai 
of the pursuit of some wider purpose, and does nc 
come to dominate it. West Germany pays money to th 
East German government to buy the freedom 













ixed up with bargaining to free some hostages 
ed by a bunch of western Maoists. The benefit to 
West of the Chinese geopolitical tilt that Mr Nixon 

ir would have quietened the qualms. 
really had been engineering some such 
„ he might have got away with it. It is hard to 
he was. The fact that the president did not 
| secretary of state what he was up to suggests 
not giving much thought to any wider goal. This 
was just a ransom-paying exercise. So was France's 
recovery this week of two of its hostages in Lebanon: 
the price here was money for Iran, and a bit of French 
help for Syria in the Hindawi affair. If either America 
or France had a bigger aim in mind, it was no more than 
some mistily possible future by-product. The govern- 
a ‘ehran and Damascus, not to mention various 
: mtive terrorist groups, will have taken the point. 
‘reisa market for hostages. 


He trusted Gorbachev 

As in Tehran, so in Reykjavik. President Reagan went 

to Iceland because he thought he could get a deal there, 

e thought that because he had failed to follow his 
vice to double-check anything a Soviet leader 


When life begins 


things, they could work out a deal on Euromissiles. 
far, fine. But Mr Reagan failed to get Mr Gorbachev to 
put it in writing before they met in Reykjavik, so that he — 
could wave the promise indignantly if Mr Gorbachev 
went back on his word. Mr Gorbachev arrived in. - 
Reykjavik, went back on his word aying that 
everything, including Euromissiles, was linked to star- 
wars—and left Mr Reagan with hi en. 

This is causing Mr Reagan mu 
ment in Europe. He is being c 
conservatives for talking drean 
nuclear disarmament before the t 
by Europe’s left for making the talks 
commitment to star wars. He is fort 
criticisms tug against each other 
make up its mind whether it think: 

a bad thing or, on the whole, 
Reagan’s ears would be burning | 
so recklessly to Reykjavik. 3 

Nobody would call Mr Reagan 
most people have granted him the v 
and of knowing how to walk delica 


something—anything—before the gate closes. 


ite laws for embryo research and rewrite them for abortion 


Across the world, the human embryo is suffering an 
undignified legal fate. Scientists are busy peering down 
microscopes at human cells, knowing that at any 
‘moment they may be called criminals for doing so. 
< ept in the Australian state of Victoria, no lawmak- 
have banned the destruction of human embryos for 
research—but nor have they sanctioned it. This is 
‘because they are understandably puzzled by what they 
e dealing with. The work offers great things, yet also 
ems to threaten ghastly ones. 
_ Embryo research promises more knowledge about 
four medical problems: inherited diseases, congenital 
handicaps, safer contraception and infertility treat- 
ents—in vitro fertilisation in particular (see page 99). 
tists have done better at trailing these benefits 
an they have at explaining what the subject of their 
udy is and what it looks like. 
-At the business end of their microscopes lie clusters 
f up to a few dozen undifferentiated cells. There is no 
istinguishing between cells which might much later 
ecome part of a foetus—or two foetuses—and those 
ich may become a placenta, an umbilical cord or 
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other extra-embryonic matter. Indeed, the cells may 
become a cancerous mole which could kill a mother if it 
was in her womb..But the likeliest fate for such a cluster: 
of cells—if it is in its natural environment, a womb-—i 
destruction. Most early embryos (at least 60%) fail to 
implant themselves in the wall of the womb and are lost. 
before anybody knew they were there. : 
It is not until 14-17 days after fertilisation that the. 
first sign of what may later become a foetus develops. It 
is the timing of this event, which coincides with the time 
when the early embryo will have successfully implanted | 
itself if it is going to, that led the Warnock committee in 
Britain and others elsewhere to recommend a 14-da 
limit on experimentation. This fortnight is not an 
arbitrary stage. It is arguably the most important one in 
the early development of a human conceptus. Yet a 
fortnight of research is a fortnight too long for some. If 
scientists are permitted to experiment for up to 14 days, 
they say, what is to prevent them sliding down a 
slippery slope to something really nasty? ; 
Such a progression is not inevitable, particularly if 
responsibility for writing the rules remains unequivoca 
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_theologians and S; e unease of ordi: 
Dary men and women, against the enthusiasm of 
cientists. The history of animal experimentation shows 
hat slippery slopes are avoidable: experiments are 
much less nasty than they used to be. And there is a 
pecial reason for doubting whether human-embryo 
research will turn into research on living foetuses. The 
earliest days of development are the most interesting 
for medicine and the least understood. 

¿Fear of the future is not a workable foundation for 
law or for morals. A consistent and informed reflection 
f the respect due to human life is a safer bet. And a 
‘onsistent account is precisely what countries do not 
have if they agonise over embryo research and yet 
condone late abortions. It is time to be equally rigorous 
n considering the question of abortion. The failure to 
do this is one reason why most countries have got into 
_ knots over both moral issues. 





Rethinking abortion 
The abortion of an 18-week-old foetus is plainly a 
killing. The reason is that such a foetus is already a 
human being: it possesses the organ of thinking and 
feeling, a human brain. To argue in these circumstances 
_ for a woman’s right to choose is to beg the question. 
Nobody has the right to choose to kill another. The only 
uestion is whether it can sometimes be a justifiable 
illing—to save the life of a mother, for instance. 

By contrast, a ten-day-old embryo is nothing like a 
uman being, not even a very primitive one. The early 
development of a human is an almost imperceptibly 
gradual process. Something which is not a person 

iraculously becomes something which is. Yet far from 
making it impossible to draw a line between the two, 


Margaret Thatcher’s Tories have pushed ahead of the 
Labour party in four recent opinion polls—each of 
them taken before the chancellor of the exchequer's 
electioneering statement on next year’s public spend- 
ing. The polls are obviously welcome for the Tories, but 
they are not yet so flattering that Mrs Thatcher can start 
looking for a long-term tenant for her new house in 
Dulwich. Nor do Mr Nigel Lawson’s spending plans 
provide any reassurance that the Tories would make 
good use of a third term if it were to come their way. 

Support for the Conservatives has jumped to nearly 
40% from, the 32-34% the party had been scoring for 
the previous 18 months. But Labour’s share is a bit 
higher too, at roughly 38% compared with 35-37% 
during most of 1985. The change in Tory fortunes has 
come almost entirely because support for the Liberal- 
‘SDP Alliance has crashed from more than 30% to less 

than 20%, after the Liberal Assembly adopted a too- 
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‘If the Tories win again 


Britain’s government has not made a spending U-turn. More’s the pity 









































person, a view which—unlike some others—will 
acceptable to a secular society. Going for the bri 
would mean big trouble for abortionists, but ~ 
deserve it. Most abortions in developed countries - 
done at much later than nine weeks, usually for reasc 
which have nothing to do with saving life. Killing 
human being on demand would have to stop. A 
examining small clusters of cells to save life and fig 
disease could continue. If it is policed sensibly, a 
informed by a broad understanding of what life is a 
how it begins, research on fortnight-old embryos w 
not mark the beginning of a descent into monstrosil 
The legalisation of late abortion was such a monstre 


ity, because it was not thus informed. 





UK public expenditure 









wEstimate 
t Planned 
1978-79 81-82 B4-85 
pacifist-sounding defence policy at odds with the st 
Mrs Thatcher has gained from the opposition’s flai; «. 
self-destruction, rather than from any new-found coni 
dence in her policies. 

To ensure re-election, the government still needs : 
build support that does not depend on the ineptitude : 
others. On cue, Mr Lawson raised the target for publ 
spending in the next financial year, 1987-88, by £4 
billion to £148.6 billion—though much of the increa: 
was involuntary (see page 69). 

The new figures contain some clever arithmetic. The 
imply a 5.8% increase in cash terms over the like 
outturn for public spending in the current financi: 
year; that, in turn, implies a 2.1% increase in re: 
terms. So the chancellor’s critics, alleging a U-turt 
have been reduced to denouncing Mr Lawson for th 
sort of relaxation in spending restraint that they hav 
been demanding for years. But the figures also mea 





















ublic spending a smaller sha 





inco 
44.5%). Moreover, the chancellor has reaffirmed next 
year’s borrowing target. 

~ There you have it. A change in policy that is not a 
change. A non-change that is simultaneously (a) gener- 
ous (under the circumstances) and (b) prudent. The 
government left it to Labour MPs and the popular press 
to deliver votes to the Tories by stressing (a), while 
Treasury ministers concentrated on convincing the City 


of (b). When Mr Lawson succeeded Sir Geoffrey Howe 





as chancellor, some Tory backbenchers muttered that 
he seemed too much of an economist to succeed for 
them in politics. Now he seems too much the politician 
to change Britain’s stultified economy. 








The lost drive back to market 
Mr Lawson says the new spending targets fit the 
Treasury's old macroeconomic strategy, and so they do. 
But. the core of the original policy—its target for 
monetary growth—has been abandoned. The target for 
sterling M3, if hints by the governor of the Bank of 
England are to be believed, may be dropped altogether 
t spring. The only goal that still matters to the 
_asury is the public-sector borrowing requirement 
(PsBR), and that was originally conceived merely as a 
means of hitting the target for money. Distorted by the 
inclusion of privatisation proceeds, and anyway the 
difference between two large unpredictable numbers, it 
is flawed as a target in its own right. 
~ Remember, too, that spending plans are only plans. 
The new ones, though higher than before, may be over- 
run just as their predecessors were. The chancellor says 
that any over-run will be matched by higher revenues. 
These will come, Mr Lawson hopes, without an in- 
crease in tax rates, or even alongside lower tax rates, 
because higher-than-expected incomes and profits are 
swelling the flow of revenue to the exchequer. What a 
peculiar boast for a Conservative chancellor to make: 














me next year than this (44% compared with- 


her public spending will do no harm 
government revenues (thanks mainly to th 
growth of wages) will protect the PSBR. = egeco: 
_A main purpose of electing a Conservative gover 
ment in 1979 was that Whitehall and town hall would t 
longer spend so.near to half of the British people: 
money for them. Less public spending would mean 
lower taxes, so more of Britain’s decisions about ho 
much gets spent by whom and on what would be tak 
in markets instead of by bureaucrats. Economic growth 
would benefit thereby. Throughout, Mrs Thatcher's - 
achievement has fallen far short of her rhetoric: this 
year, barring overshoots, public spending will be 16.9% _ 
higher in real terms than it was in the year before she 
came to power. a oo 
The new spending plans continue that trend, and 
signal in the worst possible way a failure to bring the 
government’s own affairs under the rule of markets. 
The Treasury has refused to publish its forecasts for pay _ 
in the public sector, but higher wage costs there are _ 
clearly one big reason for the extra £4.7 billion. So _ 
while Mr Lawson urges private-sector employers to 
keep labour costs down in order to price the unem- 
ployed back into jobs, the public sector sets.a brisk pace 
for rises in its own wages. And while Mr Lawson upsets 
employers and trade unions by telling them that they 
must take labour-market conditions. into account by 
negotiating pay regionally instead of nationally, the 
minister in charge of education urges Britain’s teachers: 
to accept a target-busting pay deal that not only sets. 
national rates, but also ignores the profession’s subject 
by-subject shortages and surpluses. 
The Thatcher government can hardly be accused of 
pre-election U-turn. It is, alas, still, doing most of the 
things it has done throughout its seven years in office 
spend too much, give too little heed to markets, and, 
one way or another, pretend to stick to the macroeco 
nomic guidelines. The reward for such consistency may 
be a third wasted term. 








In defence of raiders 


. ukeovers, and the bonds that finance them, are helping make 


American business less flabby 


In calling Big Business in America “bloated, risk- 
averse, inefficient and unimaginative’, Mr Richard 
Darman of the United States Treasury has got support 
from all the usual quarters, like Professor John Ken- 
neth Galbraith, as well as some new ones, like Mr Carl 
‘Icahn. But then, as every business schoolboy at Har- 
vard knows, Mr Icahn is one of the corporate raiders 
who are changing American business by making take- 
overs financed by the issuance of high-yield bonds 
(usually, and often misleadingly, called “junk” bonds). 
Are the takers-over really helping to make American 
business less guilty of the things that so vex Mr 
Darman? The maybe-surprising answer is yes. 


The great takeover cycle on Wall Street began after 














US company takeovers „ 


Value 





the 1980-82 recession, when raiders captured Getty, 
Gulf, and other big oil companies. It has since moved 
into the industrial heartland. USX, formerly US Steel, is. 
under siege from Mr Icahn; Goodyear, the world’s 
biggest tyre company, from Sir James Goldsmith. At 
stake is the industrial landscape of America. Managers 
now realise that no corporate structure is set in con- 
crete. Companies, however large, can be acquired, and- 
then broken up or remoulded. : 

A company whose existing management has lost 
credibility is the most vulnerable. Its shares then trade 
at well below true net asset value, and those who hold- 
them are usually willing to sell. Such companies have | 
two options. Either they cut operating costs and further 
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shares—the defensive strate 
“restructuring” —or the 
and/or dismemberment. . 
_ Not everybody is convinced this makes for a leaner 

and fitter America. Companies are accused of neglect- 
ing the investment they need to prosper tomorrow 
because they want to boost the price of their shares 
today. Many takeovers are alleged to be imprudent 
because of the huge borrowing involved. Corporate 
raiders, predatory companies and restructuring compa- 
nies all resort to issuing bonds. Many people think that 
lots of these bonds, like so many railway bonds in the 
nineteenth century, will turn out to be junk. 





gy that Wall Street calls 
y do nothing and risk takeover 









_ If curbs are needed, curb the buyers 
The critics protest too much. American firms indeed 
are more short-sighted than their Japanese or West 
German competitors, in large part because of Wall 
reet’s obsession with quarterly earnings. But that 
does not mean that shareholders are incapable of 
thinking long term. Many American companies with 
ant short-term earnings but grand ambitions—like the 
ccessful pioneers in biotechnology—do not face a 


Muck in your eye 


_In the past six months Europe has realised that within it 
_ lurk frontier-leaping disasters which can explode with- 
Out warning. Whether it is a nuclear foul-up in Russia or 
_a chemical fire in Switzerland, the crisis is not contain- 
ble inside the country in which it occurs. The victim is 
large chunk of Europe. Pious talk about the need for 
_ better international co-operation has in the past created 
a dozen air, sea and river conventions which are all 
guideline and no stick. Some industrial pollution is 
deliberate. Catastrophes are sometimes caused by neg- 
ligence. If Europe is ever to control its deliberate or 
areless polluters, it must make them pay. 

„Pollution challenges Europe because the average 
European country is so small, and some Europeans 
imagine that dangers can be minimised by sticking them 
up against the frontier. The French build nuclear 
reactors on their border with West Germany and ignore 
protests from the Germans, who in turn build a nuclear 
plant on their border with Austria and ignore Austrian 
anguish. The Swiss and the French are less alarmed by 
the poisoning of the Rhine than their indignant down- 
Stream neighbours, West Germany and Holland, which 
‘drink it. Britain, one of Europe’s worst air polluters, 
has been slow to curb the acid rain which its power 
Stations and car fumes create, because prevailing west- 
tly winds export much of the acidity to Norway. Each 
country. has its own laws, and no set rules govern 
compensation when disaster strikes. 

‘The multi-frontier complication rules out a police 








And your Rhine water and your air. Time for all Europe to act 


takeover threa ; the 

1anagers, and mark up the ebt all 
bad. When companies suddenly face the imperative of 
meeting high interest payments, the discipline can work | 
wonders for managers’ cost-cutting zeal. 

Corporate raiders are never likely to rank as high as 
Chrysler’s Mr Lee Iacocca as folk heroes. But the world 
is not as black-and-white as it is portrayed by those who 
see the raiders as unscrupulous financiers profiting from 
human misery through the redundancies their actions 
provoke. Their takeovers are not just crude asset- 
stripping exercises. Many of the deals are driven by a 
sense that operating efficiencies can be achieved 
through better management. 

Where will it end? The takeover boom will continue 
so long as the Wall Street bull market lasts. And when 
the cash dries up and the raiders retire, there will still be 
contrarian investors happy to buy many of the bonds 
issued in the past few years. If junk they be, then junk is 
here to stay. If thrifts and other insured investors need 
to be protected against buying those bonds that are real 
junk, then the regulators:can act to limit their purchases 
of bonds that carry a low credit rating. But do not stop: 
the raiders from issuing the bonds. i‘ 
























































offensive of the kind backed by voters last week in 
California, where undercover anti-pollution squads 
recently dispatched a couple of company chairmen to 
the state prison for “midnight dumping” of hazardous 
waste. Yet there is a precedent for some joint police 
action by Europeans. Their police forces already swap 
information in the fight against terrorism and other 
crimes. They should also be told to seek out and 
exchange information: on polluters. If cross-boundary 
victims got swifter access to the courts in a polluter’s 
country, they would get compensation faster. The 
victim of pollution would be able to prod its caus 
more vigorously if, say, Norway’s pollution-inspectc _ 

ate seconded men to the British one and the Dutch sent 
some inspectors to Switzerland. 

It is time for an all-European initiative to work out 
some more stringent definitions of permitted pollution 
for power stations, chemical plants and cars. Pollution 
is beyond the scope of the EEC on its own, partly for 
simple reasons of geography but also because too many 
Brussels directives on the subject have been ignored. 
The Community cannot haul offending firms before the 
European court. Yet some effective action to make 
daily life a little cleaner and safer would help convince 
Europeans that there really is something in all the high- 
falutin talk of Europeanness. 

The coming year, believe it or not, is the EEC’s Year 
of the Environment. Time for Europe as a whole to 
remove some oftheirony. = — > 
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t American Express Bank we believe that 
4 & yesterday's concept of “private banking” no 
longer meets the needs of today’s complex world. 
And so our approach to private banking is as 
` different, as innovative, as our bank itself- in a 
number of ways. 
For example, we are one of the very few banks 
_ that specialize in serving international clients, and 
~ we have over 65 years of experience in this field. 
‘Today, with 85 offices in 39 countries~ one of the 
world’s largest networks — we are present in all key 
` financial centers of Europe, Asia and Latin Amer- 
ica. In Switzerland, private banking services are 
provided by American Express Bank (Switzerland) 
AG. And, through American Express Bank Inter- 
national, we now serve international clients in the 
w major U.S. gateway cities of New York, Miami and 
Los Angeles. 













Exclusive services 


Moreover, we offer an exceptionally broad spec- 
< trum of services, including Gold Card® privileges 
through American Express Bank and our exclusive, 
round-the-clock Premier Services®™ for the busi- 
< ness and personal travel needs of certain clients. 
_.. Another example, our asset management. In 
















rowth opportunities worldwide 


PRIVATE BANKING. 
RE-DEFINED _ 


addition to full-time, professional portf 
agement, we give you access to the investment 
opportunities provided by the worldwide Ameri 
can Express family of companies. Result: ave: 
an unequaled choice of ways to prote 

and an them grow. ooo) 














Your personal advisor 


To help you benefit from this broad array of ser 
vices, we assign one of our Account Officers 
your personal advisor. An experienced profes- 
sional, he coordinates American Express Bank’s 
global resources on your behalf, supported by one — 
of today’s most advanced telecommunications and 
computer networks. 

Private banking re-defined, by American Express 
Bank : personal, innovative, fine-tuned to the special 
needs of international clients. For more information 
on how this unique concept can help you reach your 
financial goals, contact us today. In Hong Kong, 
telephone 5-844 06 88; in Singapore, 226-6330. 





American Express Bank Lid. is a. wholly-owned subsid- 
iary of American Express Company, which has assets 
of more than USS7O0 billion and shareholders’ equity in 
excess of USS 5 billion. 
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Exceptional service in private banking 


An American Express company 





Textron Inc. 


has acquired 


Ex-Cell-O Corporation 


We initiated this transaction and acted as 
financial advisor to Textron Inc. 





Bear, Stearns & Co. Inc. 


New York/Atlanta /Boston/Chicago/Dallas/Los Angeles/San Francisco . 
Amsterdam/Geneva /Hong Kong /London/Paris 


October 1986 


Colt Industries Inc 


Shareholders’ Leveraged Recapitalization 


We acted as financial advisor to the Trustees of 
the Retirement Savings Plan for Salaried Employees of 
Colt Industries Inc. 


Bear, Stearns & Co. Inc. 


New York/Atlanta/Boston/Chicago/ Dallas/Los Angeles/San Francis 
Amsterdam/Geneva/Hong Kong/London/Paris ee 
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The woman who would not be 


queen 


FROM OUA SOUTH-EAST ASIA CORRESPONDENT 


Politics in the Philippines can resemble 
the theatre of the absurd. One familiar 
absurdity is that, although plots need to 
be kept secret if they are to succeed, 
Filipinos can seldom keep secrets—yet 
they keep on plotting. But there was 
special oddness in the stories about a 
coup plot that broke on November 9th, 
just before President Corazon Aquino 
ft for a four-day visit to Japan. Al- 
hough her government’s drifting indeci- 
siveness continues to raise various plotters’ 
hopes of bringing her down, these plotters 
apparently wanted her to remain head of 
state. Their plan has been labelled a “God 
Save the Queen” conspiracy. 

Mrs Aquino’s great popularity means 
that an attempt to oust her from the 
presidency would bring millions out on 
the streets and threaten a bloody civil 
war. So, it is reported, the conspirators’ 
idea was that, after arranging their coup 
during her absence in Japan, they would 
let her stay on as a ceremonial head of 
state, while real power passed to a junta 
headed by a prime minister. A reasonable 
guess is that the prime minister was to be 
Mr Juan Ponce Enrile, the disgruntled 
defence minister, and that another junta 
member could be the slightly less disgrun- 
tled vice-president, Mr Salvador Laurel. 






That throne's not for me, says Cory to Enrile 
kage eoorome: NOVEMBER 15 1986 
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MANILA 


Any such plans clearly needed the 
support of the armed forces and their 
chief of staff, General Fidel Ramos. But 
the general has built his career on a 
platform of caution, and his declaration 
that the armed forces should keep out of 
politics robbed the middle-ranking offi- 
cers’ plottings of their momentum. Mrs 
Aquino herself addressed the nation on 
television, saying that “this queen doesn’t 
want to be saved”, recalling that it was 
primarily “people power” that overthrew 
Ferdinand Marcos in February, and add- 
ing that “if it should be necessary, I shall 
once more ask you to take to the streets.” 
Then she flew off to Tokyo, leaving Mr 
Enrile’s supporters to insist that all talk of 
a plot was unfounded. 

The rumour-mill, however, looks like 
continuing to turn for as long as the 
country’s economic and political position 
remains so bad. True, optimists are now 
pointing to the fact that the first half of 
1986 produced a current-account surplus 
of $594m, compared with a $50m deficit 
for the same period last year. But the 
surplus is mainly the result of a recession- 
ary slump in imports. GNP per person has 
fallen for three years running, and prices 
are now falling. However quickly eco- 
nomic reforms can be put through, there 


In limbo 
Debt, by borrower 1986 total: $26-5bn* 
Banks, of which 

short-term 18:5% 

medium- and long-term 

164% 


medium- and 
long-term 525% 





Source: US Embassy 
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will be families living on the pavements of 
Manila and children selling their bodies 
for years to come. 

That period would be shortened if only _ 
Filipinos and foreigners alike would in- 
vest more. But they will not do so while 
the political prospect remains uncertain. 
The “God Save the Queen” rumours 
coincided not only with Mrs Aquino’s 
visit to Japan but also with talks in New 
York about rescheduling up to $9.4 bil- 
lion of the Philippines’ $26 billion of 
foreign debt. The New York talks broke 
down, and Japan’s investment intentions 
now fall short of Mrs Aquino’s hopes. 

Mr Enrile and his faction believe that at 
least part of the answer is obvious: un- 
leash the army to destroy the communist 
insurgents, stop ceasefire talks with them 
(the latest round, on November 11th, was 
again inconclusive), and get rid of the 
left-leaning members of the cabinet. 

Mr Enrile’s arguments may be having 
some effect. The government decided to 
offer the communists a ceasefire of, at 
first, only 30 days instead of 100. More 
charges have been filed against Mr Ro- 
dolfo Salas, the alleged chief of the com- 
munist New People’s Army, who was 
arrested in September. And, while Mrs 
Aquino was in Japan, General Ramos 
ordered troops to pursue the NPA bands 
that had killed five people at the start of 
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the week. 

There are hints, too, that Mrs Aquino 
will consider some kind of cabinet reshuf- 
fle. But all this falls far short of what Mr 
Enrile really wants, which is that the 
president should renounce her plans to 
hold a plebiscite in February to seek 
approval both of the draft constitution 
and of her retention of office for six years. 
Three months later there are to be con- 
gressional and local elections to complete 
what Mrs Aquino calls the return to 
democracy. By then Mr Enrile will have 
been pushed to the sidelines. 

Until recently, Mr Enrile’s main aim 


seemed to be to make Mrs Aquino agree 
to a presidential election which he too 
could contest. But he is smart enough to 
know that he might not win such a contest 
against her—whereas becoming prime 
minister to a “Queen Cory” would repre- 
sent a pretty good consolation prize. And 
if things went from bad to worse there 
might not be time for an election: instead, 
Mrs Aquino could declare a state of 
emergency and form a junta—led by Mr 
Enrile. So at least goes the rumour, and 
there will be many more between now 
and the February plebiscite. Some of 
them may even come true. 


Japan 
OHS ESET SEED See Ee le 
Can money be power? 


FROM OUR TOKYO CORRESPONDENT 


Mrs Aquino’s visit to Tokyo was more 
Strained than her polite Japanese hosts 
would care to admit. For one thing, they 
were worried that the Philippine presi- 
dent might be deposed by a coup back 
home while she was their guest (see 
previous story), and then what would 
they do with her? For another, she 
‘brought with her a request for an embar- 
rassingly large increase in Japanese aid to 
the Philippines. Japan ought to be prepar- 
ing itself for more of the same. 

Under its assertive prime minister, Mr 
Yasuhiro Nakasone, Japan has a straight- 
forward foreign policy: to make itself the 
main non-communist power in East Asia. 
It has the economic weight to be a super- 
power, but its political influence is con- 
strained. It does not have the military 
strength, and it lacks the inclination, to 
take on the worldwide responsibilities 
that could in theory go with its wealth. 

Its aims are therefore essentially re- 
gional. It wants to keep an American 
umbrella over its head while it improves 
its links with China and South Korea and 


The Eastern question 


Japan's capital outflows to developing 
countries, 1985 





Loans to international organisations 
Direct investment 


Sources: Japanese Ministry of Finance; Bank ot Japan; IMF 
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creates an umbrella of its own, of a 
different sort, over the six countries that 
belong to the Association of South East 
Asian Nations (ASEAN)—the Philippines, 
Indonesia, Thailand, Malaysia, Singa- 
pore and Brunei. Only then would Mr 
Nakasone feel prepared to tackle rela- 
tions with the Soviet Union. 

Not wishing to rekindle wartime mem- 
ories of the East Asia Co-prosperity 
Sphere, Japan has had to proceed cau- 
tiously to win wary friends in the region. 
Money is the main instrument: both gov- 
ernment aid and private investment. The 
official reasoning is that a prosperous 
region is a more stable one. It is also, of 
course, a good region for Japanese trad- 
ers and investors. 

The Y620 billion ($3.9 billion) that 
Japan will be spending this year on over- 
seas aid is as selectively deployed in its 
own interest as modern American (and 
European) aid is. Japan has become one 
of the world’s three biggest providers of 
development aid, and now accounts for 
10% of all aid from OECD countries. The 













Japan's trade with East Asia, 1985 
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Nakasone’s faultless aim 


absolute figures may get bigger—Japan 
plans to double its aid budget by 1992— 
but it will still be spending less than the 
OECD's recommended 0.7% of GNP. 

East Asia at the moment accounts for 
half of Japan’s overseas development aid. 
The announcement during President 
Aquino’s visit of a Y40 billion soft loan to 
the Philippines illustrates how Japan 
looks at aid. It is what the Japanese call a 
“strategic” loan, designed to promote 
economic—and thus it is hoped politi- 
cal—stability. The money is to be used to 
build a coal-fired power station in Batan- 
gas province, south of Manila, to ease the 
capital’s chronic shortage of electricity. 
But the hope is that it will also lead to— 
more private investment. 

Japan is already the largest provider oi 
development aid to the Philippines. The 
same is true for Malaysia, Indonesia and 
Thailand. In all, the ASEAN countries, 
where Japan has large investment and 
trading interests, get 30% of Japan's 
overseas aid. Thailand, a “front-line 
State” in Japan’s view because it sits next 
to communist’ Indochina, receives more 
than half of all its overseas aid from 
Japan, a proportion that makes Thai 
officials worry about over-dependence, 

Since 1982, however, the country at the 
top of the list of aid-receivers from Japan 
has been China. Japan makes no bones 
about admitting that the changes Mr 
Deng Xiaoping is bringing to China’s 
economy are much to its liking. It has 
poured aid into the modernisation of 
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nd communications 

; p a When Mr Nakaso 
cna earlier this month he promised to 
encourage yet more investment there. 
Indeed, Mr Nakasone’s government is 
keen to see more ate investment 
flowing into all of Asia. Private 
money already accounts. for about two- 
thirds of Japanes ; flowing to devel- 
oping countries s inevitably leads to 
hat Japan uses its aid pro- 
aeans of promoting its 
Aeration is hotly denied by 



























oting economic development 
( soft (and often tied) loans. 

pan is trying to meet some of the 
-criticisms from its Asian neighbours. It 
has increased the percentage of its project 
--Joans. that do not require procurement 
from Japanese companies from 70% in 
: 71983 t6 75% now. It is also making more 
— Jocal-currency loans, to ease the strain 
untries feel when they have to 
pay loans in appreciated yen. That is a 
~aall price to pay to win friends and 
influence neighbours; but Japan likes do- 
ing these things the inexpensive way. 



















India and Sri Lanka 


‘Taking the 
‘welcome mat in 


FROM CORRESPONDENTS IN DELHI AND COLOMBO 


- Some summits.are more timely than oth- 

vers. A week after the November 8th 
3 by local policemen on Tamil guer- 
tilla bases in India’s southernmost state. 
the Indian prime minister, Mr Rajiv Gan- 
dhi; has a chance to discuss Sri Lanka’s 
Tamil problem with its President Junius 
<‘ Jayewardene. They are both due in Ban- 
galore on November 15th for the second 
it meeting of the seven-nation 
-outh Asian Association for Regional 
-operation. 
One need not take at face value the 
coreign. ministry’s claim that. the 
Nadu ‘state’ authorities acted. on 
i en they ordered their police- 
the bases and put- guerrilla 

leaders under house arrest. It made sense 
; the Delhi government to keep its 
ance, to. retain room for manoeuvre. 
heless; the action served notice on 
ting guerrillas that they should not 
e India’s hospitality for granted. 
Mr. Gandhi wants a negotiated settle- 
ent-of the conflict in Sri Lanka, and he 
knows: that only India can bring the two 
des together. He doubts whether he 
ly impose a settlement; that is 
w he is Still reluctant to take stronger 
the Tamil guerrillas. But 
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India’s chief aim this week was to head off 
a new round of civil war on the island 
after the rebels’ rejection of Mr Jayewar- 
dene’s latest offer. 

The next Indian aim is to persuade 
President Jayewardene to move farther 
towards meeting the demand—made by 
both moderates and militants among the 
Tamils—for a “homeland” embracing Sri 
Lanka’s Northern and Eastern Provinces. 
Mr Jayewardene has rejected this de- 
mand in part because there is no Tamil 
majority in Eastern Province. 

However, in his latest offer he hinted at 
some flexibility. He suggested that, after 
the creation of provincial councils with 
wide powers, he would, within 18 


“China stops broadcasting backwards to 
USSR.” That was how the BBC’s monitor- 
ing service reported the “reversal” of 
China's 20-year-old policy on broadcast- 
ing to the Soviet Union. Since October 
27th, Peking Radio has been broadcast- 
ing its Russian-language bulletins in the 
way you might expect: front-to-back, 
with the first syllable spoken being the 
first one transmitted. But that was a 
change. Since 1967 the Chinese had been 
broadcasting up to four of their daily 
Russian news bulletins backwards. No- 
body knew why. Some thought it was 
originally just a mistake, and that for 
fear of losing face the Chinese never 
corrected it. Students of Chinese culture 
saw it as a subtle insult to the Russians. 
It seems more likely that backwards 
broadcasting was a way round Russian 
jamming. In the mid- 1960s China had 
ed up its anti-Soviet broadcasts, but 
because of Russian jamming the message 
was not getting through. The backwards 
broadcasts, however, were left un- 
jammed. Those in the know, such as 
Russia's professional China-watchers 
and Peking’s.own diplomats in Moscow, 




































Until reeled the mind 


months, appoint a commiss 

sider and report on the forma 
new province by separation of districts 
from any province, or by uniting two o 
more provinces or parts of a province, 
by uniting any district to a part of 
province”. 

Indian diplomats complained that tl 
was still too vague. But if it- means 
anything, it means that Mr Jayewarde: 
would let the Tamil parts of Easter 
Province unite with the north: If 
Gandhi can get him to say this inso m 
words, it would improve the chances 
drawing the rebels into negotiations. 

At Bangalore, however, Mr Jayewar 
dene seems unlikely to put forward. am 
new terms. The offers he has alread 
made have been fiercely attacked by his. 
opponents among Sri Lanka’s Sinhales 
majority. His minister for national securi 
ty, Mr Lalith Athulathmudali, welcome: 
India’s crackdown on the guerrilla t 
on its territory—whose existence, he said 
India had always denied. But he di 
scribed it as belated, and added that Sri 
Lanka “could in no way reduce its m 
tary preparedness”. 

Mr Jayewardene’s main emphasis 
Bangalore will probably still be on the 
need for India to convince the Tam 
guerrilla groups that they cannot wi 
what they want by fighting. After those 
groups had rejected his latest offer, it was 
reported that he told India’s high commis- 
sioner in Colombo that he had no alterna- 
tive but to declare all-out war on thi 

























































could tape-record the reverse broadcast 
and play the tape backwards to hear a 
comprehensible version. The Kremlin 
apparently did not care about these spe- 
cialists, so long as the masses never. 
heard Mao-Zedong-thought. 

By the early 1980s, as relations.im-. 
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proved, China cut its broadcasting to 
Russia by a third and the jamming also 
declined. Then on October 12th the 
Russians ceased their jamming. Two 
weeks later the backwards broadcast 
also stopped. China’s propaganda no 
gets through loud and clear, but wasn’tit 
more fun before? 







rebel-held northern peninsula. However, 







_ he has also told the Indian envoy that he 
is prepared to consider any new sugges- 
tions that could fit into Sri Lanka’s uni- 
tary constitution. 


West Bank 


Money? Good lord, 
no thank you 


FROM OUR LEVANT CORRESPONDENT 





AMMAN 


King Hussein of Jordan is feeling hard 
done by. The more he pushes his five- 
year development plan for the West Bank 
and Gaza, the more he gets criticised by 
e Palestine Liberation Organisation, by 
nany West Bankers, and even by some of 
his own Jordanians. An international 
conference was convened in Amman last 
weekend to launch the West Bank plan. 
Many of the better-known invitees stayed 
away, and the atmosphere in the confer- 
nce hall was as damp and chilly as the 
weather outside. 
_ “What’s wrong with development?”, 
the Jordanians ask in pained surprise. 
The critics’ answer is: politics. They claim 
‘that the West Bank project was originally 
art. of an Israeli proposal for an all- 
iddle-East Marshall plan, and the Unit- 
ed States then sold the West Bank section 
‘to the Jordanians. The timing of Jordan's 
doption of the plan is, to eyebrow- 
wagglers, also suspect. King Hussein be- 
came enthusiastic only after he had bro- 
-ken with the PLO’s Mr Yasser Arafat in 
February, because Mr Arafat kept dodg- 
dng the idea of a joint approach to negoti- 
_ ations with Israel. This made the plan 
look like an attempt to buy the West 
Bankers away from the PLO. 
If that is what it was, it is not yet 
_ working very well. In September a public 
pinion poll in the West Bank and Gaza 
sponsored by an Arab newspaper, a New 
York daily and the Australian Broadcast- 
ing Corporation suggested that 93% of 
_ the people in these areas still saw the PLO 
_ as their representative (King Hussein got 
3% and Colonel Qaddafi 2%). For 78% , 
Mr Arafat himself was the preferred 
leader. Opinion polls are inherently risky 
n such places at such times, but the 
figures are striking. 
< The sternest critics of the West Bank 
development plan say, in effect, that 
development should wait upon a political 
settlement with Israel; otherwise the chief 
beneficiary will be the Israeii occupation. 
-This leaves open the question of who is 
blocking the attempt to reach a political 
settlement. But many of the doubters also 
‘have economic arguments: 
: <The West Bank plan would need $250m 
a year for five years, and financing on that 
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‘News from Le Carré land 


Mr Mordechai Vanunu, a clean-cut 
young Israeli, worked for two years as a 
technician in his country’s nuclear re- 
search establishment at Dimona in the 
Negev desert. He is now being ‘held 
incommunicado and facing trial in Haifa 
for breaches of security. Between Di- 
mona and Haifa he left a trail which may 
both delight spy fantasists and perturb 
Israel's friends. 

Mr Vanunu must have had the security 
clearance needed for workers in Israel’s 
most secret establishment. But in No- 
vember 1985 he cut loose: leaks from 
Israeli security sources hint that he was 
sacked for left-wing leanings or pro- 
Arab sympathies. He back-packed to 
Australia, where he converted to Chris- 
tianity and made friends with a Colombi- 
an journalist, Mr Oscar Guerrero. 

Through Mr Guerrero he placed on 
the market a series of carefully shot, 
clearly printed photographs of palm- 
fringed structures that looked just like 
most people’s idea of an Israeli nuclear 
installation. The information supplied 
with the pictures seemed to confirm what 
had been widely believed for 15 years or 
more—that Dimona does more than 
mere research and produces enough ma- 
terial to make at least ten nuclear weap- 
ons a year. If true, this transfers Israel 
from the list of potential nuclear-weapon 
powers (along with India, South Africa, 
Pakistan, maybe Argentina, possibly 
Taiwan) into the club of five acknowl- 
edged bomb-holders. 

British newspapers have cheque- 
books ready for good stories. The Sun- 
day Mirror thought Mr Guerrero was 
peddling a hoax, and said so. The Sun- 
day Times thought Mr Vanunu's story 
true, brought him to Britain, and on 
October Sth published his story, along 
with diagrams and commendations from 
reputable scientists. Newspapers in oth- 
er countries followed up the scoop. Mr 
Vanunu had a fat cheque waiting for him 
at the Sunday Times. He never collected 
it: he had checked out of his hotel five 
days earlier and disappeared. After 
some weeks of mystery (and badgering 
of British officials, who could find no 
trace of his departure from Britain), 
the Israeli authorities acknowledged on 
October 27th that 
custody. 

Israelis have been known to spirit 
people away from other countries; in 
1984 two Israelis, now in British jails, 
were caught with a crate that was found 
to contain the Nigerian political entre- 
preneur, Mr Umaru Dikko. Official 


order is nowhere in sight: not from the 
United States, nor from the Arab oil- 


` producers, Jordan's somewhat chastened 


hopes are now concentrated on the West 
Europeans and the Japanese, whe may 
choose to back some of the plan's particu- 


he was in their- 










sources in Israel have leaked stories - 
about criticism by the external secret - 
service, Mossad, of the internal service, 
Shin Beth, for letting Mr Vanunu work 
at Dimona and then letting him get 
away. This has increased the credibility 
of his revelations. 

So far, so thrilling. Truly distrustful 
Middle East sceptics, most of whom read 
thrillers, add an extra twist. None of 
them doubts that the pictures show Di- 
mona, or that Dimona is a bomb factory. 
But they do doubt that the revelation 
was unauthorised. It could have been 
intended to serve as a deterrent to any 
attack on Israel the Syrians may have 
been thinking about. Governments often 
wish to spread truth without having to: 
answer for it; how better to spread it” 
than by providing it deviously to a news- < 
paper which (as with the faked Hitler |) 
diaries) has not always verified its 
sources? 

If this was the ploy, Israel might have 
overlooked a disadvantage. If Mr Van- 
unu were revealed as a faithful Mossad’ 
agent who planted stories at Israel's 
behest, outsiders would have less reason 
to put stock in future Israeli claims about 
terrorism. The. irony is that if, on the 
other hand, Mr Vanunu was a genuine 
traitor who has sold a true story, he 
would have served Israel's interests just 
as well, by taking it upon himself to 
reveal its nuclear strength to its enemies. 
Who will ever know? l 
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lar projects, But even the Europeans and 
Japanese. it is said. have let it be known 
that they will pay directly into the West 
Bank rather than through the Jordanian 
government... 0 >. 

It is not, in general, an easy time for 


















King Hussein. In September, 20 leading 
Jordanians—including a former prime 
minister and several former cabinet min- 
isters, royalists to a man—sent a rude 
letter to President Hosni Mubarak of 
Egypt reproaching him for meeting Isra- 
el’s prime minister. This statement was 
interpreted as an indirect warning to King 
Hussein about dealing with Israel; and 
the king, indeed, promptly booted the 
former prime minister out of the senate. 
He has to reckon that there is now 
opposition inside Jordan to his West 
Bank policy. He might well feel, of his 
West Bank plan, that he is damned if he 
doesn’t and damned if he does. 


Peru 


iViva Garcia! 
(for now) 


FROM OUR SPECIAL CORRESPONDENT IN LIMA 





Lima’s left-wing daily, La Voz, sarcasti- 
cally gave a headline to the winner of the 
city’s November 9th election for mayor: 
President Alan Garcia. Without his active 
campaigning, his hand-picked candidate, 
Mr Jorge Del Castillo, would surely not 
have defeated Mr Alfonso Barrantes, the 
Marxist incumbent. The result was 
promptly denounced as a fraud by Mr 
Barrantes’s party, the United Left. It was 
in fact a remarkable endorsement of Mr 
Garcia’s brand of bold moderation. 

The young president decided to make 
the municipal elections a referendum on 
his first 15 months in office. He went from 
city to city claiming credit for controlling 
inflation and restoring economic growth. 
He promised an urban railway to carry 
the poor across Lima. It worked: his 
American Popular Revolutionary Alli- 
ance (APRA) won Lima and kept the 
United Left out of power in important 
southern cities like Cuzco and Puno. 

The opposition complained about the 
president taking part in a local campaign. 
What it really fears is that APRA, having 
been allowed to take power last year for the 
first time since it was set up in 1924, is 
settling in for along stretch in office. Cocky 
party members speculate about which 
APRA man will be Peru's president in 1990, 
pending Mr Garcia's return in 1995. 

The president’s mastery of the centre 
could, however, create problems on both 
the left and the right. The terrorism of the 
Maoist Shining Path guerrilla movement 
and of the small pro-Cuban Tupac Amaru 
Revolutionary Movement is proving hard 
to contain. And with Mr Barrantes’s 
defeat after a three-year term as mayor of 
Lima, some factions in the United Left 
may find democracy less interesting. On 
the right, the Popular Christian party 
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(pcp) has demonstrated that it is now a 
distant third among Peru’s parties. Some 
conservatives, seeing little chance of re- 
turning to power soon, may be tempted to 
plot with Peru’s restless army. 

Mr Garcia, though, retains the initia- 
tive. His anti-imperialist rhetoric causes 
heartburn in Washington, but the Reagan 
administration seems to feel that this is a 
small price to pay for keeping the far left 
out of power in Peru. His refusal to spend 





Garcia's prayers were answered 


more than 10% of export revenues on 
debt-servicing irks foreign bankers and 
the IMF. Yet so far, despite the IMF seal of 
disapproval, he has got away without 
injurious reprisals. 

In Lima the bankers seem far away. 
Purchasing power is sharply up, industrial 
production is rising and some say real GNP 
will grow by more than 6% this year. 
Critics say this is because Peru is not 
paying its debts. President Garcia replies 
that this is why he is not paying his debts. 
Orthodox economists insist that the boom 
cannot last. If they are right, Mr Garcia's 
now-strong support may evaporate. 


Mexico 


Olive branch with 
thorns 


FROM OUR MEXICO CORRESPONDENT 


The official returns from the state elec- 
tion in Sinaloa, announced on November 
9th, had a familiar ring. Mexico's ruling 
Institutional Revolutionary party (PRI), 
which has won every election for every 
significant office in the country since 
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1929, claimed that its candidate for gover- 
nor had won by a two-to-one margin. The 
PRI also claimed to have won all 18 
mayoral contests in Sinaloa, and all 23 
state legislative districts. But this time 
there was no crude ballot-stuffing, and 
even the opposition National Action par- 
ty (PAN), which accused the government 
of “scientific” fraud such as tampering 
with the voter registers, stopped short of 
claiming it would otherwise have won the 
governorship. This suggests that the gov- 
ernment may at last have recognised 
there is what might be called a credibility 
problem with Mexican elections. 

That is also one interpretation of the 
political reform plans presented to Con- 
gress early this month by President Mi- 
guel de la Madrid. Every Mexican presi- 
dent decides sooner or later to tinker with 
the country’s political machinery, and Mr 
de la Madrid’s proposal would reorganise 
the federal election board, provide public 
money for opposition campaigns, and add 
another 100 members to the 400-member 
Chamber of Deputies, the lower house of 
Congress. It would also introduce a form 
of proportional representation to elec- 
tions for the lower house. 

Proportional representation would in- 
crease the opposition’s ranks in the lower 
house—but not by too much. The new 
election law would limit the “majority 
party” (read: the PRI) to a maximum of 
70% of the seats in the Chamber of 
Deputies; it now has 72%. But the new 
law would also guarantee the PRI 51% of 
the seats in the Chamber even if it won no 
more than a plurality of the popular vote. 
The ruling party would thus be safeguard- 
ed against a possible opposition coali- 
tion—a wise precaution in view of the 
growing willingness of right-wing and left- 
wing opposition parties to make common 
cause on issues like foreign debt and, 
especially, electoral reform. 

One sign of the danger for the PRI is 
that the conservative PAN and the Marx- 
ist-left Unified Socialist party responded 
to Mr de la Madrid's proposal by co- 
sponsoring a plan of their own. It would 
ban the PRI's exclusive use of Mexico's 
national colours. It would also ban its use 
of government workers and money in 
election campaigns, and its legally en- 
forced dues-paying network of affiliated 
unions and business associations. This 
proposal will, however, get nowhere. 

The government's offer of campaign 
money and more congressional seats to 
the opposition does not portend any incli- 
nation to share power. But Mr de la 
Madrid wants to assuage the bitterness 
left by recent elections. In races for 
governor in Sonora and Nuevo Leon in 

1985, and in Chihuahua this year, the 
government faced serious challenges 
from PAN candidates and responded with 
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blatant fraud. Anger remains strong in 
the affected states. At least one oppo- 
nent will not be appeased by the recent 
proposals. The losing candidate for the 
governorship of Sinaloa said he had had 
enough quibbling over elections; in fu- 
ture, he said, he would dedicate himself 
to “overthrowing the government”, 


Indonesia 
Cover-up job 


FROM A CORRESPONDENT IN IRIAN JAYA 





In 1971 Indonesia airdropped thousands 
of jogging-shorts into the jungles of Irian 
Jaya (the western half of New Guinea) in 
a bid to “civilise” its 1.3m tribesmen. The 
Operation was codenamed *Coteka’’— 
the word for the penis sheath the Melane- 
sian highlanders like to wear—and was 


_ Singularly unsuccessful. Many of Irian 


Jaya’s people still defy Muslim tenets 
both by keeping to their traditional dress 
(or undress) and by raising the pigs that 
make up a prized part of their diet. They 
were not about to be converted by a few 
jogging-shorts. 

This week Indonesia adopted a differ- 
ent approach to the intractable tribesmen 
by signing a friendship treaty with the 
Melanesian government of Papua New 
Guinea, the other half of the huge island. 
The treaty provides for joint “rescue and 
search” operations along the border, 
which should make it easier for Indone- 
sia’s military rulers to suppress the activi- 
ty in Irian Jaya of the separatist Free 
Papua Movement. For this reason, the 
treaty was denounced by opposition poli- 
ticians in Papua New Guinea, whose 
former foreign minister, Mr John Gi- 





But I like it this way 
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heno, called it a “conspiracy by the two 
governments to deny Melanesians their 
existence and their heritage”. 

The Free Papua movement has been 
increasing its guerrilla activity. This year 
Shell gave up its drilling concession in the 
north of the island after an attack in 
which two local employees were killed. 
The American-run Freeport mine near 
Tembagapura, the world’s largest open- 
cast copper mine, has had its fill of 
troubles since it began operations in 1967. 
After a heavy-handed riposte by the In- 
donesian army in 1984, 10,000 Melane- 
sians fled into Papua New Guinea, and 
the refugee camps there, supported by 
the United Nations, have become a re- 
cruiting ground for the Free Papuan 
movement, something the new treaty is 
designed to stop. 

Although the rebel movement proba- 
bly has fewer than 1,000 active members, 
opposition to Indonesian rule is strong 
throughout Irian Jaya. The tribesmen 
particularly resent the migration pro- 
gramme under which more than 750,000 
people are being brought in from over- 
crowded Java, where 60% of Indonesia’s 
165m people live. On occasion the tribes 
have fiercely defended their lands. In 
their opposition to the programme they 
are supported by environmentalists in the 
West, who protest that it is destroying 
forests and annihilating an aboriginal cul- 
ture. They predict a tragedy comparable 
to that of the Amazon Indians, and have 
been especially critical about the World 
Bank’s financing of the programme. 

For their part, many of the Javanese 
migrants are far from happy. They com- 
plain of poor water and soil. Some have 
taken to prostitution in nearby towns to 
make ends meet; other have struggled to 
raise enough money to get back to Java. 
The fall in the price of oil, Indonesia’s 
main foreign-exchange earner, has re- 
duced the government's ability to finance 
the migration programme. No bad thing, 
Say its critics. 


Surinam 


Desi and Ronnie 





When sergeants bump colonels, the coun- 
try is in trouble. Ex-Sergeant Ronnie 
Brunswijk, in sunglasses, netted helmet 
and designer fatigues, is lurking in the 
suburbs of Paramaribo, hoping to over- 
throw ex-Lieutenant-Colonel Desi Bou- 
terse. Mr Bouterse (who now prefers the 
more radical rank of commander) has 
deployed his ultimate weapon—a light- 
ning campaign to issue new guilder notes 
and demonetise the old ones, to stop his 
adversary buying supplies across the bor- 
der in French Guiana. Such is the cam- 





Desi scowls with reason 


paign in the former Dutch Guiana. 

Surinam (like its ex-British neighbour, 
Guyana) is broke anyway. Its 400,000 
people became independent in 1975, with 
a promise of generous aid from their 
former colonial masters, and the prospect 
of riches from bauxite. Mr Bouterse took 
over in a coup in 1980. Two years later he 
had 15 of his political opponents killed, so 
the Dutch stopped their aid. And the 
world price of aluminium collapsed. Mr 
Bouterse has faced down at least six 
attempted coups, and appointed at least 
six cabinets. Things have just got worse. 
The quest for new industries was badly set 
back when Mr Bouterse’s second-in-com- 
mand was put on trial in Miami in Sep- 
tember for conspiring to import cocaine 
into America. 

Last year Mr Bouterse assured his 
country’s well-wishers that he was taking 
“concrete steps” towards democracy, and 
installed yet another cabinet. But the 
sceptical Dutch released only a couple of 
million guilders in medical aid. About 
$100m has been lent by Colombia, Tai- 
wan and the Fiat motor company. In 
October two companies—America’s Al- 
coa and Billiton, the aluminium subsid- 
iary of Royal Dutch Shell—agreed to 
invest $150m in bauxite and alumina 
processing; but in exchange the Surinam 
government was to cut taxes on mining. 

Mr Brunswijk is sticking to his guns. 
Mr Bouterse has long accused the Dutch 
of harbouring his enemies, allowing them 
to hire mercenaries and to broadcast on 
the Dutch worldwide radio service. Mr 
Brunswijk’s resources are indeed thought 
to come largely from banks in Holland, 
but by robbery rather than charity. In 
Surinam’s multiracial _ non-paradise, 
which includes East Indians, American 
Indians, various orientals and a miscella- 
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ny of mixed-race creoles, the rebels draw 
their main strength from the self-styled 
“bush niggers” of the eastern jungle. 
They have not fought much, but they may 
not need to. Mr Bouterse’s supporters 
support him only because they think the 
Brunswijk alternative would be even 
worse for them. 


Singapore 
Skunk’s revenge 


FROM OUR SOUTH-EAST ASIA CORRESPONDENT 


Mr Joshua Benjamin Jeyaretnam, one of 
only two opposition members in the 79- 
strong Singapore parliament, this week 
became a 60-year-old prison inmate. He 
is to serve a one-month term for making a 
false declaration of his party’s accounts. 
Perhaps a worse punishment is that he 































FROM A CORRESPONDENT IN SOUTH AFRICA 


South Africa’s banned African National 
Congress (ANC) is multiracial and has 
evidence of the fact. On November 6th 
Miss Marion Sparg was sent to prison for 
25 years for planting bombs in three 
police stations. Miss Sparg, who is white, 
claimed to be a soldier in the ANC’s secret 
army, Umkhonto we Sizwe, the Spear of 
the Nation. Trained in Angola, she came 
home to make just such attacks. 

White terrorists are rare. But many 
whites are far to the left of Afrikaner 
orthodoxy. At one extreme stands the 
chief of staff of the Umkhonto, Mr Joe 
Slovo, who combines the chairmanship 
of the (also) banned South African Com- 
munist party with a senior position in the 
ANC. At the other end of the white “left” 
is the main parliamentary opposition, 
the Progressive Federal party, which 
took 18% of the vote in the latest general 
election. It is miles from being commu- 
nist. It wants one-person-one-vote, but 
within a federation rather than the uni- 
tary state that the ANC wants. On eco- 
nomic matters it is strongly anti-socialist, 
and it would be terribly uneasy about an 
unchecked ANC coming to power. 

But some Progressive party members 
have moved leftwards from these views. 
The former Progressive leader, Mr Fre- 
derik van Zyl Slabbert, resigned from 
that office and (together with Mr Alex 
Borraine) from parliament last Febru- 
ary. The two men say that parliament no 
longer matters; they are seeking a role 
outside it. They have friendly talks with 
ANC pedple outside South Africa, and 
have spoken at meetings of the United 
Democratic Front (UDF), the sprawling 
just-legal group of 600 organisations that 
is widely considered as the ANC’s front 
within the country. But Mr Slabbert, of 
an old-established Afrikaner family, 


must also pay a fine of $$5,000 (about 
$2,300)—a fine which will, unless he 
receives a presidential pardon, bar him 
under Singapore's constitution from sit- 
ting in parliament or standing for election 
for the next five years. 

The imprisonment of “Jeya™ may well 
increase his popularity, Of late, Mr Jeyar- 
etnam, who entered parliament in a 1981 
by-election, has become something of a 
star. He has constantly challenged the 
prime minister, Mr Lee Kuan Yew, in the 
televised proceedings of parliament. He 
has also crossed swords with Mr Lee 
before parliament's committee of privi- 
leges, which summoned Mr Jeyaretnam 
after he accused the government of inter- 
fering with the judiciary. The encounters 
have been memorable. Mr Lee’s various 
epithets for his opponent have included 
skunk, charlatan and mangy dog. 

Mr Lee believes that Mr Jeyaretnam, 





The laager’s white left 


Slovo wields the Spear 





wants to keep open his links to the 
verligte, or enlightened, members of the 
ruling Nationalist party, some of whom 
are more radical than most Progressives. 

Whites normally belong to the UDF by 
way of its mainly white affiliates, such as 
the left-leaning Johannesburg Demo- 
cratic Action Committee (JODAC), 
whose “call-to-whites” rally last April 
drew more than 2,000 people. That is 
many more than the conventional parties 
are usually able to get together. The End 
Conscription Campaign (ECC), also affil- 
iated with the UDF, is all-white because 
blacks are not conscripted to the armed 
forces (plenty join all the same). Its 
members feel edgy about fighting in 
Namibia or, worse, in the black town- 
ships of South Africa itself. The Ecc even 
has a branch in Pretoria, the Afrikaner 






who is secretary general of the leftist 
Workers’ party, is morally unfit to repre- 
sent the voters who have elected him. He 
has no such qualms about his own Peo- 
ple’s Action party (PAP), which has ruled 
Singapore ever since the city-state began 
governing itself in 1959. 

In four consecutive general elections, 
from 1968 to 1980, the PAP won every seat 
in parliament. However, at the latest 
general election, in 1984, two seats went 
to the opposition, and the PAP’s share of 
the vote fell from 75.5% to 62.9%. That 
kind of swing, if repeated at the next 
election, due by 1989 at the latest, would 
threaten the PAP’s supremacy—and, the 
overwhelmingly Chinese ruling party 
claims, might set a spark to Singapore’s 
volatile ethnic mix. It would be ironic if 
the jailing of Mr Jeyaretnam produced a 
sympathy vote for his party that made 
such a swing all the more likely. 







citadel, and the number of draft-dodgers 
now runs to several thousand, though 
the figure is kept secret. 

The ECC campaign has links to the 
churches and the women’s protest move- 
ments. The most notable white women’s 
movement is still the Black Sash, whose 
middle-class members try to help black 
people—particularly women—with legal 
and welfare problems. Ten Black Sash 
activists have recently been put in deten- 
tion. Similar humanitarian work is often 
done by church groups: even the main 
Afrikaans-speaking church has lately re- 
vised its view that God decreed the 
separation of the races. 

Campuses and certain unions are good 
recruiting grounds for the white left. The 
mainly white (and largely English-speak- 
ing) National Union of South African 
Students is affiliated to the UDF. So are 
the mainly black trade unions that last 
year formed the Congress of South Afri- 
can Trade Unions (COSATU). More than 
a fifth of them have white general secre- 
taries, and whites are often organisers in 
unions in which they do not formally 
hold office. But many of them annoy 
hard-line Marxists by trying to protect 
the unions’ autonomy against straight 
political takeovers; they are accused by 
the revolutionary left of “workerism”, 
because they concentrate on improving 
their members’ lot rather than on the 
“liberation struggle”. 

These differences mirror the tactical 
arguments within black ` nationalist 
groups. The ANC embraces both liberal- 
Christian-pacifists and Stalinists. What is 
new is that blacks are now encouraging 
the white left, however small it may be. 
Ten years ago agitation and rioting were 
inspired largely by the “black conscious- 
ness” movement, which spurned white 
help. Now the left, black and white, is 
stridently multiracial. But then so is the 
list of detainees under South Africa's 
state of emergency, 
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Extract from the Interim Report 
January—August 1986 


Sales and Income: Consolidated sales during the first eight months 
amounted to SEK 22,599 m. (19,971), an increase of 13 percent compared 
with the corresponding period last year. Foreign market sales increased 
by 21 percent to SEK 15,125 m. (12,538), corresponding to 67 percent (63) 
of total sales. Exports from Sweden increased by 30 percent to 

SEK 10,703 m. (8,236). 


Order bookings amounted to SEK 21,700 m. (20,760). Consolidated order 
backlog at the end of the period was SEK 20,500 m. (19,650). 


Income after financial income and expenses totalled SEK 1,918 m. (1,610). 
Income before appropriations and taxes increased by 20 percent to 
SEK 1,935 m. (1,616), corresponding to 8.6 (8.1) percent of sales. 


Income per share (after 50 percent taxes) for the period amounted to SEK 40.45 (33.60). 


Pre-tax return on total assets for the last twelve-months period amounted to 14.0 percent 
(15.8). The pre-tax return on total assets, non-interest-bearing liabilities excluded, was 
20.0 percent (22.5). 


Capital Expenditures: Capital expenditures for property, plant and equipment amounted to SEK 1,317 m. 
(1,098). The two automotive divisions accounted for SEK 1,050 m. (902). 


Forecast for 1986: The earlier submitted forecast will be exceeded and income of the Saab-Scania 
Group is estimated to be somewhat in excess of SEK 3,000 m. (2,776). 


The year-end report will be issued on February 25, 1987. 


-SCANIA 
For further information please write to: Saab-Scania AB, SAAB 


Corporate Communications and Public Affairs, S-581 88 L inköping, Sweden Leaders in specialized transport technology. 
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Arabian Nights 








Th White House protests that its covert 
dealings with Iran were neither illegal nor 
immoral. Hard to be sure about that, 
until the administration reveals what pre- 
‘cisely those dealings were. In the mean- 
> time, Americans are tending to conclude 

that an operation that leaves the United 

- States looking duplicitous, divided and 
dumb may have been technically legal but 

fas not very intelligent. 

_ The charge is that the United States, 
while urging its allies neither to negotiate 
with terrorists nor to supply arms to Iran, 
has for the past 18 months indirectly been 

» doing both. According to reports from 

ran and Israel, and quite a few sources in 

Washington, the administration has been 

trading the release of its hostages, held by 

_-pro-Iranian groups in Lebanon, for 

American weapons funnelled to Iran 
through Israel. Three hostages have been 

.. released but, confirming conventional 
-| prediction, three others have been seized 

in the past couple of months. To preserve 

| Secrecy, and to exclude dissent, the nego- 

tations were directed by the staff of the 

-president's National Security Council, ap- 

- parently cutting out not only Congress 

but the Department of State, the Defence 

: Department, the Joint Chiefs of Staff and 
~the Central Intelligence Agency. 

The president's men, caught unpre- 

ared by last week’s revelations, at first 

- id little more than implore the American 

press to try, for the sake of the five 
` remaining American hostages (particular- 
ly the two long-timers whose release had 
been expected), to ignore the whole. af- 
fair. That was to ask rather more than was 
reasonable. The first story, leaked by one 

Iranian faction, told of Mr Robert McFar- 

lane, who was Mr Reagan’s National 

Security Adviser until he resigned last 

December, visiting Tehran in pursuit of 

< the arms-for-hostages swap. Next day the 

Speaker of Iran’s parliament, trying to 

- ward off-an American kiss of death, 

eaped | ridicule on the episode: Mr 

eand his companions had ar- 

































ved disguised as aircraft crewmen with 
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up and then sent home. This version, said 
Mr McFarlane, was largely fictitious; he 
did not provide the non-fiction to take its 
place. 

So reporters did what they are paid to 
do. They reported, from what sources 
they could unearth, that the release of the 
Rev Benjamin Weir in September 1985, 
the Rev Lawrence Jenco in July 1986 and 
Mr David Jacobsen on November. 2nd 
was bought with the dispatch of aero- 
planes and ships carrying spare parts for 
Iran’s aging fleet of F-4 jets, plus anti-tank 
missiles, radar systems and transport air- 
craft. Most of these American-made 
weapons came from Israel, which has 
been keen-to keep Iran supplied since the 
start of Iran’s war with Iraq six years ago 
(and even keener to demonstrate that it 





















































passports, bearing gifts of cake, mes 
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; they had been locked 


.tion in December; his key assistant 


_ While these shadowy deals were, it 


was doing so as a favour to America). The 
United States apparently gave permis 
for the re-export of these weapons. ai 
then replaced them with newer one 
according to Newsweek, at least one d 
livery dispensed with this retail stage. Mr 
McFarlane initiated the scheme and f 
lowed it through, even after his resi 















Lieutenant-Colonel Oliver North, a bu 
fellow who also co-ordinated private mili 
tary aid for the Nicaraguan guerrillas: 
The White House is still implying tha 
the press has got it all wrong although 
still, without saying what is right, By thi 
week, the president’s men, without su 
plying new. facts, had adjusted their co 
er-stories. Senator Orrin Hatch, in a 
television talk-show on Sunday, bra 
dished.a.copy of last week’s editorial in. 
The Economist to back up his point that 
the object of the exercise was to bring. 
about a more moderate leadership in. 
Iran, thereby giving the administratio 
more credit than the article did. In a 
lecture this week in Atlanta, Mr McF 
lane ‘expanded, entirely reasonabl 
the geopolitical importance o 
political and- economic needs: and 
lasting nature of its revolution. The Unit- 
ed States, he said, was attempting 
réstore more normal relations based o! 
the understanding that Iran, would. not 
push its revolution beyond: its. own bor- 
ders, that it would negotiate an end to its 
war with Iraq and that it would use its 
influence to obtain the release of hostages. 
held in Lebanon. It is suggested that, at 
some point along the line, the tactical, 
importance of getting the hostages out 
subsumed the strategic importance. ¢ 
better relations. 
The unhappiest man at this moment i 
Mr George Shultz, the secretary of state 

























seems, going on, Mr Shultz and Mr Ca- 
spar Weinberger, the secretary. of de 
fence, had been exhorting friendly gos 
ernments not to send arms to Iran a 
never to bargain with terrorists. It 
assumed that Mr Shultz, an hones 
quick-tempered man, would be contem 
plating resignation; speculation on who 
might succeed him was. stymied by th 
lack of an obvious successor. (An indirec 
analogy is Mr Cyrus Vance’s resign: 
in 1980 when the Carter. regime, agat 
Mr Vance’s advice, used force to try 
rescue its hostages.in Tehran.) But 
Henry. Kissinger, who must remem 


























Senators choose their chairs 


Senator Edward Kennedy, lucky man, 
had to choose between being chairman 


of the Judiciary or the Labour and Hu-* 


man Resources Committees. He made a 
good choice in picking the labour 
committee. 

The spotlight will be on the Judiciary 
Committee. But the job of chief scruti- 
neer of Mr Reagan's judicial nominees 
can safely be left to Senator Joseph 
Biden, who led the fight in the Republi- 
can Senate yet politely tried to persuade 
Mr Kennedy to take the chair. Mr Bi- 
den, unlike Mr Kennedy, may be pre- 
senting himself as a presidential candi- 
date, and there are mixed opinions on 
whether public exposure on emotive so- 
cial questions will hurt or help him: the 
senator himself is a bit worried about 
having enough time. 

The labour committee will probably 
be less of a focal point for Democratic 
activity, but Mr Kennedy pointed out 
that both his elder brothers served on the 
committee and that he himself is now in a 
good position to advance ideas on the 
country’s employment, education and 
health. For instance, a proposal coming 
up is an incentive scheme to get state 
governments to do something about 


intrigues of his own, suggested that Mr 
Shultz’s resignation would depend on 
whether the revelations came as a sur- 
prise to him: if he had known, at least in 
outline, about the transactions, the fact of 
being found out would be an embarrass- 
ment, not a cause for resignation. 

The House of Representatives’ intelli- 
gence committee will be holding hear- 
ings, within a week or two, to try to find 
out what has been happening, and, it 
seems, may still be happening. On 
Wednesday, Mr Reagan and his senior 
advisers broke their extraordinarily long 
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their hard-case unemployed. It suggests 
that the government should pay the 
States a bonus, equal to half the money 
saved, for any long-term welfare recipi- 
ents whom they train and employ. Two 
other ideas touch on education and re- 
search: one, generated by the shortage 
of university maths and science teachers, 
would encourage the use of satellite 
technology to relay instruction to any 
college with a satellite dish; the other 
would attempt to co-ordinate cancer and 
immunological research. The labour 
committee should be worth watching. 

The other committee chairmen were 
as expected. Senator Sam Nunn took 
armed services, and Senator Claiborne 
Pell foreign relations. Senator Bennett 
Johnston, taking over energy and natural 
resources, accepted with fair grace that 
he had no chance of beating Senator 
Robert Byrd as majority leader. Senator 
Patrick Leahy promises to take the agri- 
culture committee members to the 
farms; this will be one of the big changes 
to the way the committee was run under 
Senator Jesse Helms. The rather promis- 
ing Senate class of 1986 is now scrab- 
bling, courteously, for seats on the best 
committees. 


rt out judges 





silence by giving a briefing to the majority 
and minority leaders of the Senate and 
House. Mr Reagan confirmed that he had 
given the go-ahead for the arms ship- 
ment, but denied that it had any connec- 
tion with the release of the hostages. 
Senator Robert Byrd, the Senate’s new 
majority leader, emerged unsatisfied 
from the session saying that he finds the 
whole affair improper. The administra- 
tion still insists that it can say no more 
while there is hope of achieving results; 
critics accuse it of burying its face in 
embarrassment. 


Congressmen are particularly exercised 
by the administration’s secrecy. Evenifthe 
letter of the law on military aid turnsout not 
to have been broken (and the legal counsel 
who told Mr Reagan that everything was in 
order was the attorney general, Mr Edwin 
Meese), the rules on keeping Congress 
informed about covert activities are rather 
plain. The law, passed in 1980, states that 
all“entities of the United Statesinvolvedin 
intelligence activities” shall keep the intel- 
ligence committees “fully and currently 
informed” on all activities (and, by execu- 
tive order, thisincludes covert activities). If 
the president deems it essential to limit 
prior notice, the law lays down that such 
notice shall be limited to eight people: the 
chairmen and senior minority members of 
the select committees, the Speaker and 
minority leader of the House, and the 
majority and minority leaders of the 
Senate. 

This law has been fairly scrupulously 
observed: even when the Nicaraguan har- 
bours were mined by the CIA, there was a 
mumbled effort, misunderstood at th 
time, to tell the Senate committee chai 
men about it (prior notice about the 1980 
Iranian hostage-rescue attempt was given 
to the Senate majority leader but not, 
after much thought, to the Speaker of the 
House). The National Security Council is 
an odd, somewhat secretive body—its 
staff members are not subject to Senate 
confirmation—but with Mr Casey, the 
director of the CIA, as one of them, it 
would be difficult to argue that it is not an 
entity involved in intelligence activities. 

The danger, argues Mr Lloyd Cutler, 
who was White House counsel under 
President Carter, will be if the National 
Security Council is not deemed account- 
able, and operates, at home as well as 
abroad, beyond the established system of 
checks and balances. Its action-men staff 
can do things speedily, without supervi- 
sion or bureaucratic bother; they can 
also, as has been shown over the past few 
months, get them wrong, dishing out ba 
advice to the president. 


Star wars 


Groans of academe 


Most of America’s most distinguished 
scientists are disbelievers in the Strategic 
Defence Initiative. A recent poll of mem- 
bers of the National Academy of Sciences 
working in the physical and mathematical 
sciences found 80% opposing or strongly 
opposing the current star-wars pro- 
gramme; the same proportion said that 
the prospects of SDI ever meeting the 
administration’s own standards of surviv- 
ability and cost effectiveness are poor or 
extremely poor. Nearly two-thirds say 
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"that space defence needs only $1.5 billion 
a year or lessi. 
e poll's organisers do not appear to 
1ave asked themselves what a similar poll 
among academics about splitting the 
atom might have found 60 years ago. Still, 
the 450 honour-society scientists polled 
. by Cornell's Institute for Social and Eco- 
‘nomic. Research were somewhat more 
i sceptical than a sample of 550 physicists 
« surveyed by Peter Hart Associates earlier 


» this year. In that poll 63% of the physi- 


“cists said spi would be dangerously unre- 
liable since the system could never be 
tested as an integrated whole. Yet 77% of 
‘the physicists favoured continuing labora- 
tory research into missile defences. 
Some 6,700 scientists and engineers 
have signed a pledge not to accept SDI 
money: these include more than half the 
faculty members in 110 university physics 
and engineering departments. Another 
1,600 tesearchers at government and in- 
-dustrial laboratories appealed to “Con- 
ress last June to reduce spt financing 
ecause of a lack of technical. scrutiny. 
ists have just revealed in the 
rk. Times that when President 
‘omnmissioned a panel of experts 
e director of the space agency, 
y conduct a classified review of 
bility of star wars, he received a 
; pessimistic appraisal, but this was then 
disguised. by an upbeat (unclassified) 
`. preface written in the White House. ` 
-$ o" Scientists” protests have not stopped 
. the placing of more than $7 billion-worth 
l search contracts since 1983. There 
“are no definitive figures on SDI contract- 
ing, since it is scattered through numer- 
cous. bureaus and services and includes 
ballistic missile defence projects under 
way before there was an SDI office and an 
SDI brand name. The Council on Eco- 


ic Priorities in New York, which 


carries out searches under the Freedom of 
Information Act to analyse SDI's contract- 
ing network, found that nearly 85% of SDI 
work has gone to five states, all tradition- 
al strongholds of the defence industry. 

California leads the list because of the 
Lawrence Livermore national laboratory, 
which has been the main incubator for 
star-wars research with some $800m in 
SDI commitments. Livermore is working 
on two of the most important potential 
components of SDI, the nuclear-pumped 
x-ray laser and the non-nuclear free- 
electron laser. The other states with a big 
SDI share are New Mexico (Los Alamos 
and Sandia national laboratories), Mass- 
achusetts (Lincoln laboratory), Alabama 
and Washington, 

As in all Pentagon work, the biggest 
plums have fallen to the biggest contrac- 
tors; more than half the spi work has 
gone to the top 20. General Motors, 
through its Hughes Aircraft division 
($600m in contracts) is one of several 
companies designing space-based non- 
nuclear smart rocks” to destroy missiles 
by force of impact alone. Lockheed 
($550m) is developing a space-based mir- 
ror to direct laser beams from earth 


‘towards targets in space. Boeing ($350m) 


is fitting a 767 aircraft with a huge tele- 
scope. and infra-red sensors to sort out 
warheads from decoys and provide early 
warning of attacks. 

Universities, according to the council, 
have received only $200m-worth of con- 
tracts since 1983. The biggest beneficiary 
was the Utah state system which got $8m 
in contracts last year, 44% of its Pentagon 
money. To promote academic involve- 
ment.in SDI, the Pentagon has encouraged 
joint ventures with industry; 29 universi- 
ties have joined in such schemes, valued 


at $60m. The big contractors with the 


star- wars office last year were universi- 


“ties which hav 
gon payroll: 


the University of Texas 
($6m), Georgia Tech ($5.2m), John 
Hopkins ($4.8m), and Stanford ($3. 3m) 
Most of the spr work at universities is- 
unclassified fundamental research, One 
exception is a University of Texas expe 
ment with a rail gun which would» 
electromagnetic force to propel projéec- 
tiles at tremendous speeds. 
The value of foreign contracts is still 
relatively small. Britain has «received 
$40m-worth of work so far, including nine 
private-sector contracts for a total o 
$15.5m. The Ministry of Defence has 


‘contracted for $10m for the so 


European architecture study to examin 
requirements for strategic defence in E 
rope; 85% of this has been subcontracted 
to 18 British firms. Another: $10m i 
expected to be channelled to a govern 
ment laboratory for work on the effects of 
lasers. Other contracts have gone to Cul- 
ham laboratories ($4.3m) to develop io 
sources for space-based neutral parti 
beam weapons; and to Ferranti and Her 
iot Watt University for high-speed optic 
computing. 

West German companies have been 
given at least $30m in spi work, according 
to the Defence Marketing Service, which 
tracks SDI agreements. German contracts. 
include $2i1m to Dornier. for a spa 
based system for detecting targe 
directing weapons; $4m to. MBB to me: 
sure. infra-red radiation as a means 0) 
tracking missiles (this project, to be tes 
ed from the space shuttle, is expected 
eventually to total $39m); nearly $1m to 
Schott Optical Glass to. develop light: 
weight mirrors for directing energy weap- 
ons and $400,000 to Carl Zeiss for tase 
radar. France, Israel and Italy are just 
getting into the SDI bust os 
contracts are expected to reach som 
$300m. within five. years: but this 
remain just a sliver of the spr pie. = 


Catholic bishops _ a 
When in Seattle . . 


WASHINGTON, BC 


By general agreement, the chief event at 
this week's meeting in Washington of the 
National Conference of Ca 
was to be the approval of 
a pastoral letter on eco 

“Economic Justice for AN” 
ment is, indeed, importan 
five years in the writing and i is provoking 
an eminent group of defenders of capit 
ist economic theory to loud protest: 
fact, howevér, the meeting has. been 
largely dominated by argument about the 
instance of disciplinary interference. 
the Vatican-in American church: 
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Ate bishop Raymond Hunthausen of Se- 
yag apal nominee. 

-attle is a .powerfulcentre of the 
“aerospace industry, and Archbishop 
_ Hunthausen is a conspicuous peace activ- 

ist who has withheld payment of some of 
his taxes as a protest against the defence 
budget. His sympathisers maintain that 
complaints of doctrinal and liturgical 
laxity against him which started to arrive 
atthe Vatican from Seattle in 1978 were 
really inspired by dislike of his pacifist 
agitation. The Vatican, which received 
criticisms of him on that ground as well, 
denies having paid any attention to them. 


p 
Ratdi inger (of the Congregation for the 
Doctrine of the Faith) in Rome and 


shop Laghi, the papal-pro-nuncio . 


in Washington, the Pope decided on a 
visitation of the Seattle archdiocese. and 
appointed a reliably orthodox prelate, 
Archbishop Hickey of Washington, to do 
it. The visitation found various faults. 
Archbishop Hunthausen is reproached, 
for instance, with letting young children 
take communion without their first hav- 
ing confessed and received absolution; 
with failure to prevent contraceptive ster- 
ilisations in Catholic hospitals; with a lack 
of severity in his dealings with organised 


City of angels—and artists 


Highbrow is not a term traditionally 
applied to Los Angeles. Trend-setting it 
may be in film-making and pop culture, 
but serious art has never been its strong 
point. In the early 1950s, the trustees of 
LACMA, the Los Angeles County Muse- 
-um of Art, told the museum’s first cura- 
tor that could not hang a Picasso 

$ artist was a communist. A 
Jackson Pollock was kept locked away. 
And when a collector, Joseph Hirsh- 

ffered his 4,000 paintings and 
se Iptures to the city of Beverly Hills, his 
offer was turned down. 

This month and next, however, Los 
Angeles will be showing off its new 
highbrow artistic side. On November 
17th, LACMA celebrates the opening of its 
new $35m Robert O. Anderson building, 
which will house twentieth-century art; 
the extension will nearly double the 
museum’s space. And on December 
10th, the new $22m Museum of Contem- 
porary Art (Moca) will celebrate its 

. Opening with nine days of private parties 
for about 40,000 guests. 
. TfLAcMa is the city’s central museum, 
» MOCA is its modern counterpart. In the 
early days (it was started three years 
ago) part of its collection and some of its 
ows were in a warehouse that had 
belonged to the police department. This 
was converted into a makeshift home for 
the arts:by the architect Mr Frank Gehry 
-and given the name “Temporary Con- 
temporary”. It proved so popular that 
the museum has rented the space. for 
ther 50 years from the city and will 
se-some of its collection there. MO- 

A's new building. designed by a Japa- 
“nese architect, Mr Arata Isozaki, is a 
<> senes of triangles, cubes and prisms 
“> carved out of sandstone; it sits on Bun- 
ker Hill, a part of downtown Los Ange- 

~ les that is being redeveloped. 

The openings new museums are 
only part. of the story. Last month a 
resident Opera:company-opéned in Los 
Angeles; so-did a centre for the perform- 


LOS ANGELES 


ing arts in Orange County. A dance 
centre is planned for 1988, and LACMA 
has set aside a gift from a Japanese 
businessman to build a wing for Japanese 
art. 

All this joins the J. Paul Getty Trust, 
whose $2.8 billion endowment makes it 
the world's richest museum. The Getty, 
built on an estate at the edge of Malibu, 
overlooking the Pacific, is planning an 
extension of its own which is due to be 
completed in 1992. Meanwhile, its in- 
come is so huge that it is giving grants to 
other museums. Last week the trustees 
gave $1m each to the Southwest Museum 
and to the Hebrew Union College's 
Jewish Institute of Religion, which hopes 
to build a cultural centre for American- 
Jewish life. Although the Getty’s own 
collection is varied, its particular 
strengths are early Greek art and nine- 
teenth-century photography. 


: Japanese pyramids on Bunker Hill 


g it 
priests, All thes 
Vatican approva 
ly in- practice. 

What happened to Ar nt 
ausen—he was pressed into handing over. 
his authority in five important fields to a 
new auxiliary bishop selected by the papal’ 
pro-nuncio—might therefore happen to`. 
not a few bishops, who may reasonably 
feel that in clamping down on Seattle the 
Pope is sending them a message. If he is, 
it is only one of many disciplinary mës- 
sages that have been coming lately from 
Rome. 

While the bishops are by no means of 


hich occur faitly wide 


There are various explanations f 
cultural renaissance in Los Angele: 
chief of which is the rapid growth 
city and the population changes durin; 
the past 30 years. Los Angeles has he: i 
come a centre of finance and trade; 
the process, it has attracted people and 
institutions with more sophisticated in- 
terests and backgrounds than those who; 
ran the place a generation ago. MOCA has’ 
played a part in the past three years by 
attracting new patrons and art-enthusi- . 
asts. California itself has drawn the at- > 
tention of artists, while Los Angeles has 
become a popular way-station for Euro- 
pean and Asian travellers to the United 
States. Hence the Japanese influence. 

The Olympic Arts Festival in 1984 also 
left an impression. Those ten weeks of. i 
arts and performances were such a suc- 
cess that Los Angeles plans to put on. 
another arts festival every other year, 
beginning in September 1987. Perhaps 
the best explanation, however, is simply 
that Los Angeles continues to be rich 
and hedonistic. 





Snything else to declare Sir ?” 


“No, unfortunately 
there was only room for one. ” 
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THE XO COGNAC by REMY MARTIN 


Exclusively Fine Champagne Cognac 


Remy Martin XO is a superior XO cognac as it is made exclusively from grapes grown in 
ac’s two best regions, la Grande | and la Petite Champag ane. By official decree, only such a cognac is entitled to be name 





Minolta zoom copying 
comes into full bloom. 
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MINOLTA ADVANCES ZOOMING 











nolta EP470Z. 






With the advent of the new Minolta EP470Z, zoom copying 
: has entered a new, more-automated era. An expanded 1031-step 
: = zoom ran e (X0. om” 1 ona now W permite rhe enlargement of 


: yond its expansive zoom range, the EP470Z is extremely 
_ innovative. Book Copy, for example, allows the simultaneous 
copying of both left- and right-hand pages of an open book on 
-two separate sheets of paper, reducing tiresome page 
_ repositioning by half. 
. Margin making, too, has been fully automated. EP470Z 
. Image Shift makes margins simultaneously as you copy. Choose 
from 5-, 10- or 15-millimeter widths, perfect for hole-punching 

and subsequent filing. For documents with too little space for a 

margin, the copy’s image can be reduced to an appropriate size at 

the touch of a key. 

Minolta has also greatly simplified the copying of 

documents on both sides with a Multiple Sheet Bypass that 
omatically feeds up to 20 sheets of paper. Another feature, 
norphic Zooming, can make you more creative. And a range 
citing new options improve EP470Z efficiency still further; 
Triple Pa Paper Stacker, for example, simplifies the handling of 
paper in multiple sizes, and a 2000-sheet Large Capacity 
Cassette meets high-volume copying needs. 

_ Above all, you can depend upon the improved Minolta 
Micro-Toning System to provide copies with the same superior 
copy quality—even when enlarging or reducing—that Minolta 
users worldwide have come to rely upon. In addition to the 
EP470Z, there’s an entire family of other diversely-equipped 
Minolta zoom copiers to choose from; one to fit virtually every 
business application. Raise your productivity; visit your nearest 
Minolta dealer soon and start zooming the Minolta way. 
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MINOLTA CAMERA CO.,LTD Business Equipment Operations, 30, 2-Chome, Azuchi-Machi, Higashi-Ku, Osaka, 541, Japan : 


See- Minolta Copiers at: 


The full potential of zoom copying realized 
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Bangladesh Brothers international Lid. Notional Scouts Bhaban, Inner Circular Road, Kakrail Dhaka, 
G.P. 


P.O. Box 767 Phone: 400042, 404929 
Hong Kong Minolta Hong Kong Ltd. Room 208, 2/F., Eastern Centre, 1065 King’s Road. Quarry Bay 
Phone: 5-658181 
india Methodex Systems Pvt Lid. 607-8 Meghdoot 94 Nehru Place, New Delhi 10019 
Phone: 6432475, 6432476 
indonesia P.T. Perdana Nirwana Abadi Co. 89 Ji. Bungur Besar, Jakarta Pusat 10620 
Phone: 418809 (10 lines) 
Malaysia wy Marketing Sdn. Bhd. Wisma Cestel, No. 4, Jalan Kitang (51/206), 46050 Petaling 
rie Selangor Phone: 03-7921033 (10 lines) 
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Phone: 563-5533 
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Phone: 715-5001 i we 
Thailand Technical Supply Go., Lid. 1808-1812 Kasemrat Road, Klon Josy. Bang! kok NG. 
Phone: 249-0199, 249-0294, 249-0092, 249-0359, 249-0345 : 
Australia Océ- ra Lid. P.O. Box 196, 89 Tulip S1.. Cheltenham, Melb. 3192 : 
Phone: 584-10; 
New Zealand Viko Holdings tt 33 Broadway, Newmarket, P.O. Box 220, Auckland): 
Phone: 505-449 








Taiwan 


for new destinations’ 


Ate OER 


“KLMare always looking 


“lo improve their business 
connections? 


KLM flies to 126 destinations in 76 countries. 
World-wide. One of the longest networks operated by any 
irline. Yet still they are looking for improvements. ; 
the first direct connection between Europe VANCO 
and Sumatra and Bali in co-operation with Garuda Indonesia. 
— services to Vancouver, Calgary, Conakry 
and Alicante. 
: increased scheduled services to Delhi, Taipeh 
and Khartoum. 
Q KLM’s first non-stop connection between 
Amsterdam and Rio de Janeiro by Boeing 747 Stretched 
Upper Deck. 
All this as part of KLM’s constant effort to offer 
the travelling community the best. Test us, try us, fly us. 
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DENPASAR 


Rovai Guten Airlines 











one mind about the merits of the Hunth- 
ausen case, enough of them are sufficient- 
ly anxious or angry to ensure that the 
conference would take notice, even had 
Archbishop Hunthausen not been there 
himself, complaining. Yet two closed ses- 
sions devoted to the subject do not seem 
to have got anywhere. A national episco- 
pal conference does not have any stand- 
ing to intervene between a local bishop 
and the Pope; that is not how the church 
government works. Yet it cannot do noth- 
ing; feelings are too strong for that. 

The public outcome came in a state- 
ment by the outgoing president of the 
Catholic Conference, Bishop James Ma- 
lone, who conceded first that the Vatican 
had followed correct procedures in deal- 
ing with Seattle (which is not the same as 
saying that it had done the right thing). 
Next he conceded that the affair was 
painful and that the pain was widespread. 
He promised that the conference would 
give all the help it could. 

What that may be will appear only 
-~wly. Bishop Malone, who opened the 

iference with a warning of “‘disaffec- 
tion” against Rome among some Ameri- 
can Catholics, disclosed also that an effort 
had been launched to get the Pope to 
receive a big delegation from the Ameri- 
can episcopate to, presumably, have 
things out before the Pope pays his prom- 
ised return visit to the United States next 
autumn. A year of intensified argument 
appears to have opened. 


Sex education 


Two o'clock: 
Contraception 


Should state schools—or indeed any 
schools—provide contraceptives, or pre- 
scriptions for them, to teenagers in their 
care? Thunder and lightning has come 
‘e-m on high: Mr William Bennett, the 

retary of education, believes that 
scnools are the last place for such an 
abdication of moral authority. The Ro- 
man Catholic church is predictably op- 
posed and so are the anti-abortionists, 
who argue that the school programmes 
are a “funnel for the abortion clinics”. On 
the other hand, federal health officials, 
desperate to curb the spread of Aids, 
have obtained millions of dollars to fi- 
nance schoolroom education on the dan- 
gers and the way to avoid them. If the 
advice is to be realistic, the word condom 
will have to be heard. 

In New York city, where one in every 
four teenage girls becomes pregnant be- 
fore she reaches the age of 18, Mr Ben- 
nett declared on October 30th that birth- 
control counselling encouraged 
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promiscuity among teenagers. The charge 
was denied by the president of the board 
of education, Mr Robert Wagner, who 
pointed out that, on the contrary, studies 
have shown that the provision of birth- 
control information not only reduced the 
number of teenage pregnancies but also 
postponed the onset of sexual activity. 
This is what two clinics in Baltimore have 
found. 

New York was already torn by the 
discovery that two health clinics in the 
city’s schools had actually been providing 
contraceptives; one of these had aban- 
doned the practice, although it still pro- 
vided prescriptions that could be filled at 
nearby hospitals and clinics. The Board of 
Education was apparently astonished to 
find that contraceptives were being dis- 
tributed; Mr Wagner said that he had 
learned about it only a few days earlier. 

The news split the board’s seven mem- 
bers (two, one of them the only black, 
were opposed to the schools providing 





Hands up for the Pil 
even prescriptions for contraceptives, let 
alone contraceptives themselves). Mr 
Wagner’s suggested solution that contra- 
ceptives might be provided only for stu- 
dents over 18 failed to secure a majority 
and now no contraceptives are to be 
distributed on school premises, although 
for a trial six months school health clinics 
will be allowed to continue to operate. 
Providing prescriptions is not always sat- 
isfactory because often the girls don’t 
bother—or are too embarrassed—to col- 
lect their contraceptives. 

New York city has health clinics at nine 
of its schools; their work is paid for by a 
grant from the state and their aim is to 


provide in poor areas the health care and 
advice that many youngsters lack. Some 
have not seen a doctor since they were 
children; others have never been seen by 
a doctor at all. New York probably has 
more of these in-school clinics than any 
other city. Their number nationwide is 
growing, from 12 in 1980 to 61, but that is 
still a pitifully small number, given the 
need. The Committee on Children, 
Youth and Families in the House of 
Representatives reported early this year 
that only seven states have comprehen- 
sive and effective health programmes for 
young people. 

Although the bulk of the clinics’ work 
is concerned with physical examinations, 
first aid, immunisations, advice about 
getting off drugs and other activities, 
most feel that family planning is an essen- 
tial part of their mission, since it helps to 
keep teenage girls in school. Parental 
consent is usually sought unless the par- 
ents are considered likely to respond with 
violence towards the teenager. 

The need for some effective action is 
clear. Dr Otis Bowen, the secretary of 
health, says that 3,000 American teen- 
agers become pregnant every day; their 
plight is one of his top priorities, and not 
just because teenage motherhood is esti- 
mated to cost the country $16 billion a 
year. 

In New York city in 1984 there were 
more than 14,000 pregnancies among 
girls of 17 or younger, and 1,259 among 
those under 15; a few 12-year-olds also 
became pregnant. In a big Chicago high 
school about a third of the girls became 
pregnant in 1984. Not just one life is 
likely to be ruined; babies of these young 
mothers, who are likely to be poor and 
doing badly at school, have a high mortal- 
ity rate and, even if they survive, are 
usually doomed to poverty and 
deprivation. 

Contraception by itself does not pro- 
vide a wholly satisfactory answer, even to 
those who support it. The greatest suc- 
cess, on a small scale, has been reported 
by the Children’s Aid Society in New 
York which since 1985 has provided, 
besides sex education, instruction in 
sports and the performing arts, help with 
homework and job training; not one of 
the 32 girls who took part in its pro- 
gramme became pregnant or left the 
experiment. It is also said that none of the 
32 boys became fathers. The director of 
the programme says that it is not enough 
to provide knowledge about sex: “You 
have to make the kids feel they are valued 
and they feel they have a future.” These 
were children in central Harlem, where 
the pregnancy rate is 20 times as high as in 
other parts of New York city. 

The cost is, of course, higher than that 
of a few pills. But more programmes like 
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this, in poor areas, might prevent blacks 
from feeling that their children were 
being treated as guinea-pigs. In Balti- 
more black parents—80% of the city’s 
schoolchildren are black—rejected a 
questionnaire that included questions on 
sex and the family. In Chicago a group of 
blacks is actually suing a school on the 
grounds that its birth-control advice is 
aimed at destroying the black race. 


Congress 
Veto-proof water 





If President Reagan wanted an instant 
confrontation with the new Democratic 
Congress, he went about it the right way 
by vetoing the bill extending and 
strengthening the Clean Water Act. It 
had been passed without a single dissent- 
ing voice in either the Senate or the 
House of Representatives—hardly sur- 





By the babbling effiuent 


prising for a measure that carries substan- 
tial benefits for every state in the country. 
Its sponsors are declaring that their first 
task, when Congress returns in January, 
will be to repass the bill word for word 
over the president’s veto. They can hardly 
fail to do so. Democrats have additional 
cause for complaint that Mr Reagan wait- 
ed until after the election to announce 
what he intended to do: an effort, they 
are saying, to help Republican candi- 
dates. The pocket veto itself is a disputed 
issue, since the bill, once vetoed, is not 
returned to Congress, but remains in the 
president’s capacious pocket. 

The costliest part of the bill, and the 
part which caused Mr Reagan to reject it, 
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would provide $18 billion over eight years 
to the states for sewage-treatment plants. 
Many cities are already under court or- 
ders to build new plants and bring existing 
ones up to higher standards, and Con- 
gress had already halved the money for 
this purpose in 1981. The White House 
wants to see these grants cut to $6 billion 
over four years and then phased out, with 
States and cities shouldering the whole 
burden after 1990, instead of roughly half 
of it. 

Congress's bill would have provided 
grants for the first four years, and there- 
after would have provided loans to be 
used to set up revolving funds for im- 
provements to existing plant and new 
construction. Congress also made the bill 
fairer; hitherto, the bulk of the money 
had gone to states in the north and east. 
while the growing south and west re- 
ceived the left-overs. 

In the past, money for sewage treat- 
ment has not always been well spent. No 





doubt the controls would be tighter if 
local communities had to raise all the 
money themselves. And Mr Reagan is 
certainly right to say that the budget 
deficit will never come down unless some 
painful cuts are made. But his veto is little 
more than a gesture in this case; Congress 
hears more clearly the complaints of 
States whose tourist industries are being 
damaged by sewage fouling their beaches 
and lakes and of fishermen whose liveli- 
hood is endangered. With far more seri- 
ous issues crowding the calendar—such as 
foreign trade and agricultural policies—it 
seems a pity that relations between the 
White House and Congress should get off 
to so sour a Start. 


Cape Hatteras 


Plastic to the 
rescue 


CAPE HATTERAS, NORTH CAROLIN 


One of the most unusual tests yet devise: 
for a man-made fibre is taking place justi 
few yards off North Carolina’s Oute 
Banks. Strands of artificial seaweed 
made from the finest spunbound polypro 
pylene, undulate among the breakers 
They are there to stave off the beact 
erosion that ravages this part of the coas 
and to help save the Cape Hatteras light- 
house, one of America’s best-known mar- 
itime landmarks. 

The lighthouse is the tallest in the 
country, measuring 208 feet from founda- 
tion to tip. Its beam has guided ships past 
the treacherous Diamond shoal since 
1871, when it replaced an earlier light. 
Now the black and white diagonally- 
striped tower is in danger of tumbling inta 
the water. Years of storms have broug 
the sea to within 50 feet of its base. 

The National Park Service, which is 
responsible for the building and the 
beach, is looking at various ways to save 
the lighthouse. The current plan entails 
building a sea wall around the tower and. 
once the beach is washed away, letting it 
become an island. It is expected to cost 
$5.3m. A private organisation, the Save 
Cape Hatteras Lighthouse Committee, is 
banking on plastic seaweed. Known by its 
commercial name, Seascape, the artificial 
kelp consists of floating strands of fibre 
anchored to the seabed. The strands are 
supposed to slow down incoming waves 
and allow the sand carried by the waves to 
settle, thus building up the beach. 

Whether the process works or not is a 
matter for debate. Seascape’s inventor, 
Mr William Garrett, cites successes else- 
where along the coast and a significant 
build-up of sand around the Hatter-- 
lighthouse since his product was installe 

The Army Corps of Engineers and tuc 
park service are less sanguine. They view 
the artificial seaweed as, at best, an 
interim method of slowing the erosion. 
They admit that there has been an im- 
provement around the lighthouse, but say 
there has also been improvement else- 
where along the coast, without the help of 
Seascape. They plan to move ahead with 
their plans for a sea wall and are looking 
around for the money it will cost. 

Whatever the outcome, the issue is of 
more than theoretical concern to many 
local people. A number of hotels and 
beach houses along the commercial sec- 
tions of the Outer Banks face the same 
threat as the famous lighthouse. Will 
they, too turn to plastic? 
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Europeans do 


The river Rhine, it is well known, 
Doth wash your city of Cologne; 

But tell me, nymphs, what power divine 
Shall henceforth wash the river Rhine? 


As the mighty Rhine emptied waves of 
poison into the North Sea this week, the 
question that seized Coleridge nearly two 
centuries ago raised a public stink from 
“e Alps to northern Europe. Environ- 

ental nightmares are becoming familiar 
“to Europeans. In the year of Chernobyl, 
they are particularly sensitive to the pol- 
lution dangers from modern industry and 
technology. The Rhine disaster, like 
Chernobyl, showed how slow local au- 
thorities are to flash warnings abroad of 
environmental mishaps that are bound to 
jump frontiers. 

It could take Europe’s busiest water- 
way a decade to recover, experts say, 
from the damage done by a fire at the 
Sandoz chemical works in Basle, way up 
the river in Switzerland. Tens of tons of 
pesticides and mercury were deposited 
into the Rhine’s upper reaches. Half a 
million fish were killed and drinking wa- 
ter for millions of Europeans jeopar- 
dised. The countries downstream (see 
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it to each other 


map), led by West Germany and Hol- 
land, lined up to demand compensation 
from apologetic Switzerland. At emer- 
gency talks of five Rhine nations on 
November 12th, the Swiss said they were 
ready to pay up in a “rapid and fair” 
settlement. 

The disaster exposed Europe’s vulnera- 
bility to pollution. Its numerous national 
frontiers are squeezed together, yet each 
country has its own different laws on the 
environment. That includes the members 
of the EEC, which have balked in the past 
at adopting tough common measures 
against pollution and, when they do agree 
on something, have then sometimes been 
caught dawdling in its application. They 
are the convoy which potters along at the 
speed of the slowest ship. The principle 
that polluters must pay is embraced by 
the Community: but, although it can take 
member-governments to court, it cannot 
sue companies. The mechanism for en- 
forcement is weak. When the country 
from which pollution comes is outside the 
EEC, as Switzerland is, compensation be- 
comes even more difficult. 

Europe is not short of international 
conventions designed to be a guard 
against pollution. There are two covering 
protection of the Rhine, one for the 
Danube, others for the Baltic, the North 
Sea, the Mediterranean, cross-frontier air 
pollution, the protection of Europe’s seas 
from pollution streaming off the land, and 
so on. These conventions embody various 
recommendations, which the signatories 
commit themselves to carry out; but there 
is, again, no system of enforcement. The 
five members of the Rhine convention 
had to call their emergency ministerial 
meeting just to agree on the conse- 
quences of the Basle accident. 

West Germany, driven by the same 
mystic feelings for the Rhine that it has 
for its forests, accused the Swiss of under- 
estimating the danger of the Sandoz fire. 
It took the Basle authorities 40 hours to 
sound an international alarm down the 
Rhine after the fire broke out on Novem- 
ber Ist. In the following ten days, two 
waves of poisonous chemicals, at times 





Breathing can damage your health 


stretching over 70 kilometres, seeped one 
after the other down the waterway until 
the Dutch, in their unfortunate post at the 
toilet-bowl end of the Rhine, manipulat- 
ed their sluice-gates to hurry the surface 
mess out into the North Sea. Another 
Swiss chemicals giant, Ciba-Geigy, then 
admitted that it had spilled toxic products 
into the Rhine just before the Sandoz 
blaze. 

The setback for the Rhine came just as 
the convention states were beginning to 
congratulate themselves on saving the 
river from “turning over”, or losing its 
self-cleansing capacity (tantamount to 
river-death). Ten years ago the water's 
oxygen content was being destroyed by 
toxic waste and sewerage disposal. Con- 
struction of biological treatment plants all 
along the Rhine in recent years had 
brought the river back to life. 

By bringing the environment back into 
the centre of the stage, the Basle accident 
has also focused attention on Europe’s 
long-running battle over acid rain. This 
has been around since the industrial revo- 
lution. The term was coined in 1858 by a 
British scientist, Robert Angus Smith, in 
an address on air pollution to the Chemi- 
cal Society. Now caused mainly by sul- 
phurous emissions from coal-fired power 
stations and cars, acid rain’s damaging 
effects on trees and water have intensified 
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past shortcomings this week by proposing 
to break an EEC deadlock on acid rain, 
which the West Germans and Norwegians 
blame for causing great damage to their 
forests and lakes. Having already pledged 
to spend £600m on reducing sulphur diox- 
ide emissions from. three of its largest 
coal-fired. power stations, Britain is ask- 
ing its EEC. partners to aim for a 30% 
_ reduction in emissions by 1995, advancing 
toa 45% cut by 2005, and agreement to fit 
new. stations with pollution-free equip- 
ment. This-has caused some wry smiles, 
- for Britain had earlier balked at a 30% 
veut by 1993. The British have been lax, 
“say. their critics, because most of the 
poisoned air they produce floats off on 
westerly winds and lands on Norway. 
_. According to environmentalists, a simi- 
lar self-defence mechanism leads many 
European countries to-build nuclear reac- 
. tors on their coasts or their frontiers, so 
that mishaps cannot strike at their own 
heartland. A reactor-map of Europe 
would show a good third of nuclear ‘sta- 
tions. close to somebody else's. frontier. 
The shock of Chernobyl has apparently 
persuaded countries that they must come 
clean at once about any future nuclear 
accident on their territory. That is the 
only strong promise to emerge so far from 
„the international post-mortem on Cher- 
nobyl led by the International Atomic 
‘Energy Agency. The Vienna-based agen- 
cy received swift notification from Mos- 























_FROM OUR BRUSSELS CORRESPONDENT 





`The EEC’s sanctions against Syria 
- worked, but not in the way the govern- 
“ments expected. The symbolic measures 
agreed upon by the Community’s foreign 
“ ministers (minus their Greek colleague) 
-- in London on November 10th provoked 
“neither defiance nor contrition from Da- 
mascus. Instead, the reaction of Presi- 
dent Hafez Assad was to prove that he 
ean pluck good things out of the Leba- 
nese cauldron, and is indispensable to 
the bogged-down search for an Arab- 
Israeli peace settlement. With help from 
the improbable trio of Algeria, Saudi 
‘Arabia and Iran, he delivered two 
French hostages held by Muslim extrem- 
ists in Beirut to a posse of French 
Officials in Damascus. 

President Assad might not have been 
moved to this display of his influence 
without the process set in train by the 
British prime minister, Mrs Thatcher. 
On October 27th, Britain sought formal 
condemnation by its Community part- 
ners of Syrian involvement in a bid to put 
“a-bomb “aboard an Israeli. airliner. at 



























Sanctions did work, a bit 





But there has been no agreement on 
compensation or liability in nuclear acci- 
dents. The Russians mumble that Cher- 
nobyl has cost them £20 billion, and that 
they are in no position to compensate 
foreign victims. So it has been left to 
individual European governments to 
make reparations to their wine-growers 
and sheep-farmers. Compensation may 
be easier to extract in the Rhine disaster. 
But translating the EEC’s make-the-pol- 
luter-pay principle into common practice 
remains a distant prospect. 


France and the Middle East 
We see it clearer 


FROM OUR PARIS CORRESPONDENT 








There is both a plodding and an attention- 
grabbing way for the prime minister of a 
middle-sized power to tell the world what 
his country is up to in the Middle East. 
The plodding way is to make a public, 
staff-drafted speech in some worthy fo- 
rum. The French prime minister, Mr 
Jacques Chirac, tried that at the United 
Nations in September. Almost nobody 
listened. 

The attention-getting way is to give a 
lucid interview full of shrewd indiscre- 
tions to the editor of a rich but not-quite- 
established American newspaper keen to 
make a name for itself. Whatever Mr 
Chirac wanted Mr Arnaud de Borch- 











Heathrow airport last April. Although 
the Europeans dithered in familiar fash- 
ion, enough public accusations were lev- 
elled against Syria to sting Mr Assad to 
respond. 

The upshot was that by the time the two 
hostages turned up in Damascus early on 
November 11th the EEC sanctions, agreed 
upon only hours earlier, had been largely 
forgotten, eclipsed by the news of Wash- 
ington’s secret dealings with Iran to get 
American hostages home. Not that the 
package contained anything memorable. 
Besides closer surveillance of Syrian dip- 
lomats, and of staff and airliners of Syrian 
Arab Airlines, they include the suspen- 
sion of high-level contacts between EEC 
governments and Syria, and a ban on 
European arms sales. 

These measures will not greatly ruffle 
President Assad. He buys only about _ 
$100m of small arms from Europe (main- 
ly France) each year. This is small stuff. -f 
compared with the billions of dollars’ 
worth of military equipment supplied to - 
Syria by Russia and its allies. 











































































Where his heart lies 


grave, the editor of the Washington 
Times, to'do with his words after he had 
spoken to him about the Middle East for 
90 minutes last week, they are now widely: 
known, and for some notorious 

Mr de Borchgrave’s first report of part 
of the interview was startling enough, 
According to Mr Chirac, he said, West 
Germany’s leaders thought that Israel's 
intelligence service might have fabricated 
the Hindawi affair to discredit President 
Assad of Syria. Since the British were 
seeking to convince their European part- 
ners that the Syrian government itself. had 
put Mr Nezar Hindawi up to’ trying to 
blow up an El Al airliner last April, Mr 
Chirac’s alleged words were:a bomb of 
their own. When the prime minister's 
office denied that Mr Chirac had mear ~ 
them, Mr de Borchgrave published wh: 
appears to be the text of the interview in 
full. 

Despite their deliberately provocative 
tone. and the bizarre circumstances of 
their publication; Mr Chirac’s remarks 
are the first coherent. statement of his 
government’s policy in the Middle East. 
The policy's core is that the West's main 
interest in the Middle East is to support 
friendly governments in Egypt, Saudi 
Arabia, Jordan and North Africa in their 
Struggle against economic trouble and 


anti-western Muslim- fundamentalism. 
Reprisals against Syria and a refusal to 






Y@UR INVESTMENT 
1 301% IN SEVEN YEARS? 


‘movements and trends are a major consideration 
nt decisions and this has been highlighted by the 


gyrations since the meeting of the international finance ministers 
in September 1985. 


fany investment opportunities beckon, but the challenge to 


the investor is how to gain the maximum benefit from this 


growth. 
Investing in the right industries in the right 
countries, at the right moment, is more difficult 


_ than ever. Especially for the private investor. 


‘Which is why Barclays Uni-International 


“Trust is so useful to investors who seek 


apita! growth. 
INTERNATIONAL 
OPPORTUNITIES 


By skilfully diversifying our Trust’ portfolio, 








our fund managers have consistently produced 


_ growth for investors by seizing the opportunities 
“offered by changing economic conditions. 


And, though past performance is not necessarily any guide 


~ to future growth, over the last seven years to 22nd October 1986, 


the price of units in our Uni-International Trust has increased 
by 301.0% (on an offer to bid basis). And our aim remains capital 


appreciation through investment mainly in North America, 
| Europe, Japan and the United Kingdom. 





WHERE WE ARE INVESTING 


Web ve built up our European portfolio, concentrating on 





investments which will benefit from the anticipated upturn in- 
the domestic economies. 

In the United States, it is expected that the economy will | 
strengthen as the benefits of a weaker dollar and lower interest 
rates come to fruition. Emphasis has been placed on the 
consumer and pharmaceutical sectors reflecting the above 
expectations. 

The other significant area of current investment ts Japan, | 

where we are emphasizing domestic issues which benefit 








Our long term performance has been 
consistently impressive, as a glance in any | 
recent Money Management magazine 

will confirm. ce 
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There is nothing wrong with 
privilege. But with it comes responsibility. 

And, in the purchase of a legend 
there is a heavy weight on the shoulders 
of the buyer. 

So, when Regent International 
Hotels bought The Beverly Wilshire, did 
this signal the end of a great tradition? 

The answer, emphatically, is ‘No’. 

The respect for elegance and 
tradition will be maintained, even 
underlined. 

True, they are introducing certain 
essential technological trappings. The 
sort of things that top travelers expect. 

But there will be only as much 
modernity as is strictly necessary. 

Already, on this privileged site at 
the junction of Wilshire Boulevard and 
Rodeo Drive, there is a feeling of 
excitement. 

- Fresh flowers appear throughout 
the hotel daily, as if by magic. 

The staff have undergone special 
training to take the service, already 
excellent, to new heights. 

The old gal is not exactly kicking 
up her heels. 

But there is a definite movement 
in the ankles. 































Beverly Wilshire 
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lapse of pro-western governments in the 
Middle East, terrorists’ bombs in West- 
ern Europe were a small problem, to be 
met by solid, joint European policework, 
Mr Chirac said. Stung by suggestions of 
French weakness towards Syria, the 
prime minister pointed out with some 
sarcasm that the Iranians, who have also 
sponsored terrorism, were receiving arms 
or spare parts from the Americans, the 
Israelis and the British. 

In other countries, Mr Chirac might 
now be in serious trouble, either because 
he first tried to wriggle out of having said 
all this, or because he said it in his 
characteristically blunt, if not brutal, 
way. His remarks about the Hindawi 
affair embarrassed Mr Helmut Kohl, the 
West German chancellor. His doubts 
about the British government’s case 
against the Syrians certainly infuriated 
the British prime minister. 

She will have a chance to let Mr Chirac 
know her mind in person, assuming her 
visit to Paris for a French-British summit 

yes ahead later this month as planned. 

in two points of fact, British officials are 
already correcting Mr Chirac: the British 
government has not asked its partners to 
break off diplomatic relations with Syria, 
they say, and British companies are not 
delivering arms to Iran. 

But rudely saying that your allies are 
misguided or hypocritical does not neces- 
sarily do Mr Chirac great harm in France. 
His manner is immensely cruder, but the 
gist of the Washington Times interview is 
an echo of de Gaulle. His critics, both 
Socialists and people from his own con- 
servative majority, chided him for seem- 
ing to bargain with terrorists. But once 
foreigners, particularly the British, joined 
in, Mr Chirac was able to play on patriotic 
feelings in his own defence. 

The release on November 11th of two 
of the eight French hostages in Lebanon 
is of course a great help to Mr Chirac. It 
appears to vindicate, at least in many 
“rench people’s eyes, his policy of negoti- 

ting with the governments in Tehran and 
Damascus. But Mr Chirac’s Middle East 
policy still risks becoming a hostage of the 
remaining hostages. 


West Germany 
It’s not over yet 


FROM OUR BONN CORRESPONDENT 


Having had a few days to mull over their 
narrow victory in the state election in 
Hamburg on November 9th, West Ger- 
many’s Christian Democrats are still 
cheering, but with a hollower ring. Al- 
though happy to have knocked the Social 
Democrats into second place in one of 
their traditional strongholds less than 
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Rau sees it slipping from his grasp 


three months before the general election 
on January 25th, the Christian Demo- 
crats, who dominate the centre-right gov- 
ernment in Bonn, still have reason to be 
worried by the voting arithmetic in Ham- 
burg. As the Hamburg results came in, 
the chancellor, Mr Helmut Kohl, warned 
his party that it has to fight for every vote 
between now and January. 

He is right to be cautious. The Chris- 
tian Democrats raised their share of the 
vote in Hamburg to 41.9%, compared 
with 38.6% in 1982, to come top of the 
poll ahead of the Social Democrats, who 
saw their vote flop from 51.3% to 41.8%. 
Yet the Christian Democrats did not pull 
in many more voters than they did four 
years ago: 402,000, compared with 
399,000. Their share went up largely 
because fewer Hamburgers (78.1% , com- 
pared with 84% in 1982) bothered to vote 
at all. 

The big winners this time were the 
Greens, who drew in nearly 100,000 vot- 
ers and 10.4% of the vote, compared with 
70,000 and a 6.8% share last time round. 
The liberal Free Democrats did better 
too, winning 46,000 votes for a 4.8% 
share of the poll, compared with 26,000, 
or 2%, in 1982: though that still leaves 
them below the 5% minimum needed to 
win any seats. Everybody gained at the 
expense of the Social Democrats, whose 
support dropped by 130,000 to 401,000. 

Hamburg’s energetic Christian Demo- 
cratic leader, Mr Hartmut Perschau, put 
together an impressive team that went 
over well in a city with an unemployment 
rate of more than 12%, well above the 
national average. The Greens (who field- 
ed only women candidates) picked up 
left-wing support with their demand for 
an immediate shut-down of nuclear pow- 
er stations. Their cause was aided by the 





EUROPE 
accident at the Sandoz chemical plant in 
Switzerland, and the muck this spewed 
down the Rhine. 

But the Social Democrats, who have 
been the dominant political force in Ham- 
burg since the second world war, did 
badly mainly because they failed to bring 
out their own supporters. Three-quarters 
of those who did not vote this time are 
reckoned to be Social Democrats disap- 
pointed with their own party but too 
suspicious of the others to switch to them. 

In theory, the Social Democrats in 
Hamburg could now form an alliance with 
the Greens. A strong minority of the local 
party seems to favour that. But the Social 
Democratic mayor, Mr Klaus von Doh- 
nanyi, says no. He would prefer to see a 
“grand coalition’’ with the Christian 
Democrats (who are more than willing to 
join). But that would cause still more 
defections to the Greens from the Social 
Democratic left. 

Hamburg’s constitution allows Mr von 
Dohnanyi and his team to stay in office 
until humbled by a defeat in the city’s 
parliament. The Christian Democrats 
want to avoid such a vote, because they 
fear it would cut down Mr von Dohnanyi 
and drive his party into the embrace of 
the Greens. The issue is likely to be left 
hanging until after the January election. 

The Hamburg result was black news for 
Mr Johannes Rau, the man who has to 
lead the Social Democrats into that elec- 
tion. Two disastrous state elections, in 
Bavaria in October and now in Hamburg, 
have made his proclaimed aim of an 
absolute majority in the federal parlia- 
ment look even more absurd. He swears 
he will not go into alliance with the 
Greens to reach power. The Social Dem- 
ocrats’ national spokesman, who was 
close to Mr Rau, has resigned. Privately, 
colleagues say Mr Rau this week seemed 
ready to throw in the towel too. 

But Mr Rau’s discomfort does not 
mean that Mr Kohl is sitting pretty. 
Opinion polls give his Christian Demo- 
crats and their Bavarian sister party, the 
Christian Social Union, around 46% of 
the national vote. The Free Democrats, 
the smallest partner in the Bonn coali- 
tion, have a bit more than 5%. The Social 
Democrats have 40% and the Greens 
about 8%. That result on January 25th 
would give Mr Kohl and his government 
four more years of power. That is still the 
likeliest outcome, but there are nagging 
doubts. 

The opinion polls failed to predict 
either the scale of the Social Democratic 
collapse in Hamburg or the advance of 
the Greens. If the bandwagon effect 
works in Germany, the Greens’ Hamburg 
success could pull more votes their way in 
January than the opinion polls credit 
them with now. They certainly seem in no 
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sarily true, 
» however, of Mr Kohl’s Free Democratic 
allies. The Free Democrats tend to do 
better in national than in state elections, 
_ but they are badly divided on policy at the 
moment and their leadership is 
unimpressive, «> 
Mr Kohi has to keep his fingers crossed 
_ for the Free Democrats—and make his 
own Christian Democrats redouble their 
efforts. Otherwise he could be faced with 
a nationwide Hamburg after January 
25th: and the spectre of a red-green 
jance taking shape over the political 
corpse of Mr Rau. 




























































Britain and France 
Cheaper to share 
an eye in the sky 


_ Is it possible that. France and Britain are 
about to share a piece of American-made 
military equipment? America’s Boeing 
company wants to sell its AWACS early- 
warning aircraft to Britain, and if possible 
to France as well. It has just improved its 
offer in two ways. The first is a cut in price 
_if Britain. buys, plus an increase in the 
-amount of aircraft-industry work that 
Boeing would promise to have done in 
‘Britain. The second is an even better 
price if both Britain and France order the 
thing together. 
When Britain went back to the market 
early this year, after the failure of its own 
GEC company to produce an early-warn- 
ng version of the Nimrod aircraft on 
time, Boeing was given only an outside 
chance of winning the contract because its 
price was assumed to be too high. But by 
November 6th, when the final offers were 
in, Boeing had edged out its American 
vals, Lockheed and Grumman, and was 
a serious challenger to Nimrod. 
Early guesses were that GEC’s bid 
ould be around £500m to finish work on 
11 Nimrods, against well over £1 billion 
for the nine Boeing AWACS aircraft that 
Britain’s Ministry of Defence estimated 
could do the same job. However, Boeing 
now claims that fewer than nine of its 
aircraft would be needed. It has also 
duced the price a little, and upped its 
ffer to place contracts in Britain from 
100% of the cost of the AWACS contract 
over five years to 130% over eight years. 
Boeing’s revised estimate of the num- 
ber of aircraft needed is based on the 
- possibility of refuelling the aircraft during 
_ flight and the use of a more economical 
engine, the CFM:56. Each Awacs aircraft, 
says Boeing, would thus be able to fly 
_ longer and range wider than had original- 
_ ly been thought. Boeing claims that the 
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FROM OUR ATHENS CORRESPONDENT 


This time the Greeks really do have a 
word for it. The word is ouzo, and they 
are up in arms against a proposed EEC 
regulation that would permit other coun- 
tries to market aniseed-flavoured liquor 
under that name. “They call it pastis in 
France, anis in Spain and ouzo in 
Greece. Why pick on ouzo as a generic 








name?”’, complains Mrs Stavroula Kour- 
akou, who has been defending the Greek 
case in Brussels. 

Many of Greece's foreign visitors 
know this colourless 84-proof spirit that 
turns cloudy when mixed with ice or 
water. Yet nobody knows the word’s real 
origin. One light-hearted theory is that it 


total cost of operating its fleet of aircraft 
over a 30-year period would be around a 
third less than the Nimrod alternative. 

Boeing has put in five offers. One is for 
enough aircraft to do the amount of 
patrolling that Britain originally speci- 
fied, and a second is for a lower level of 
operations. Numbers three and four pro- 
vide the same services for Britain, but at a 
lower cost if France puts in an order at the 
same time for the three AWACS aircraft it 
is considering (they come cheaper if they 
can all be built in one batch). The fifth 
offer is for the three aircraft for France 
alone. The other main competitor for the 
French contract is the Lockheed c-130, 
carrying the radar being developed by 
GEC for Nimrod. 

The lowest Boeing bid to Britain for 
the aircraft alone, leaving out operating 
costs, is still higher than GEC’s best. The 
British Ministry of Defence faces a clear 
choice. The Boeing deal would cost more 
but would involve no technical risk, since 
the awacs is already in service. The GEC 
bid is cheaper but some people still doubt 
whether Nimrod can be made to de the 
job properly. The benefit to NATO of 
having Britain and France fly the. same 
aircraft that the rest of the alliance oper- 
ates will be a powerful argument for those 
British airmen who always wanted to 
have the AWACS in the first place. 





Not all that’s cloudy is Gree 









comes from ou zo, which in ancient 
Greece meant “I do not live’—without | 
it, presumably. Another version has it 
that wool bales exported from Tyrnavo 
in northern Greece used to be marked in 
Latin, and if, for example, they were 
“for the use of Rome” the label would 
read “pro uso Romae”; so local produc- 
ers of the spirit, otherwise known by its 
Turkish name of raki, assumed that uso 
meant top-quality and labelled their bot- 
tles accordingly. 

The regulation now being considered 
would extend protection to names linked 
to places of origin, such as. cognac or 
champagne, but not to. generic names. 
“The community. has already allowed... 
everybody to use the Greek name feta, 
for the white cheese that we make from 
ewe's milk”, says Mrs Kourakou, “so 
now the market is flooded with ‘Danish 
feta’, made of cow’s milk and bleached.” 

However, one Greek producer of 
ouzo who thinks he might benefit from 
the publicity for ouzo says he would not 
object to the proposed regulation: “Af- ©; 
ter all, we are the only ones who make 
the genuine product.” Other Greeks 
take heart from the fact that last year 
they put up a fight over the name of 
retsina, the turpentine-flavoured young 
resinated wine of Attica—and won. 
























Austria 


Will the old habit 
come back? 


FROM OUR SPECIAL CORRESPONDENT VIENNA 


At first sight, Austria’s calm approach to 
its election of November 23rd seems 
inexplicable. More passion marked the 
contest for the presidency—an office with 
no great power—only six months ago. 
This election could be Austria's mos‘ 
important for years. After 16 years ir 
Opposition, the conservative People’s 
party is desperate to be back in office, 
and it now appears to be running almost 
neck-and-neck with the ruling Socialists. 
The next government, whatever its col- 
our, will have to ‘grapple with a whole 
range of problems that have built up 
during the long years of Socialist: rule: a 
600-billion-schilling ($40 billion) public 
debt, an overmanned public sector, an 
overblown social welfare system and a 
rising rate of unemployment. 

Yet the campaign has been pancake- 
flat and full of banality. On the Socialist 
posters the chancellor, Mr Franz Vran- 
itzky, calls for ‘courage for novelty”. The 
conservatives’ posters proclaim that “it’s 
high time for better times” and that their 





















FROM OUR CENTRAL EUROPE CORRESPONDENT 


Jérg Haider rarely comes to Vienna on 
his campaign trail. Austria's capital is a 
bit too red and too critical for the 36- 
year-old leader of Austria’s Freedom 
party, whose election as party chieftain 
-dast Septemb recipitated a general 
election. “He was too nationalist, too 
right-wing for us to continue with him in 
government”, says Austria’s chancellor, 
_ Mr Franz Vranitzky, of his former coali- 
“tion partner. Austria’s press seems to 
_ agree, and has made Mr Haider the béte 
“noire of Austrian politics. 
| © ‘His critics claim Mr Haider feels at 
| home anywhere he thinks he can make 
political gains. His party has been split 
since it was founded in 1955 between old 
Nazi sympathisers and genuine liberals. 
In the province of Upper Austria, where 
Mr Haider was born and where the party 
<|- had a’ strong liberal base, he wore a 
< liberal hat. In 1979, at the tender age of 
- 29, he became the youngest member of 
the Austrian parliament. After he was 
elected party boss in more conservative 
and nationalist Carinthia in 1983, his 
views quickly shifted to the right. How 
much of the shift was due to opportun- 
ism and how much to a discovery of old- 
fashioned Austrian nationalism is hard 
[oto tell. 
It is the nationalist in him that has 
¿| lately been most visible. He applauded 
~ the public handshake that Austria’s then 
defence minister offered to Mr Walter 
Reder, a Nazi war criminal and former Ss 
officer, when he returned to Austria last 
year from Italy. Mr Haider avoids ques- 
tions about his father’s membership of 
| the Nazi party in the 1930s. He also says 




















leader, Mr Alois Mock, is “the man who 
will do better”. The two leaders’ televi- 
sion duel on November 6th was a tame 
affair: While Mr Vranitzky, jettisoning 
his party’s old doctrines, promised to cut 
subsidies to state-owned firms, to priva- 
‘ise some of them and to reduce welfare 
‘spending, Mr Mock pointed out re- 
: proachfully that this was what the Peo- 
< ple’s party had long been advocating. It 
_ hardly seemed a contest. 
The truth is that, although both parties 
“claim to be seeking a victory, neither has 
the stomach for governing alone at a time 
-when Austria’s economic troubles require 
- deeply painful remedies. They would 
really prefer to revive the red-black (So- 
cialist-conservative) “grand coalition” 
-that ruled the country from 1945 to 1966. 
So they shun harsh language that would 
spoil the chances of partnership. 
Of course, each of the two parties 
would like to win more seats than the 
other to claim the chancellorship in that 
grand coalition. Until a few weeks ago the 
























Man with a future 


little about a 4,000-acre estate in Carin- 
thia he recently inherited from a great- 
uncle. Before Mr Haiders family ac- 
quired it, the land had been bought in 
1940 from a Jewish family by compulsory 
purchase. A relative of the family now 
living in Israel is trying to get 
compensation. 

Nor does Mr Haider say much in 
public about the future of mixed-lan- 
guage schools for Austria’s Slovene mi- 
nority, many of whom live in Carinthia. 
Slovenes are worried that Mr Haider, 
whose love of the German language and 
culture is well-known, will try to close 
down these mixed-language schools. In 
the meantime, the Liberal International 
is still reluctant to accept the Freedom 
party as a member. The party is a bit too 
right-wing for some other Liberals’ 
tastes. 

Mr Haider is an excellent orator. He 
speaks out in defence of the pensioner, 
the young (whose job prospects “are 
threatened with more years of social- 
ism”), and the “little man”. He talks 
about pushing back the power of the 
state, fighting corruption and challeng- 
ing the smugness of Vienna. And the 
crowds love it. 

Even if there is a coalition after No- 
vember 23rd between the Socialists and 
the conservative People’s party, leaving 
the Freedom party out in the cold, Mr 
Haider's campaign will not have been in 
vain. He has already put his stamp on 
Austrian politics. The betting is that Mr 
Haider will be around for a long time. So 
will Austrian nationalism, with its rather 
special flavour. 


opinion polls were putting the People’s 
party ahead of the Socialists; but there 
have recently been signs that the People’s 
party may be losing votes to the small 
Freedom party, which had been the So- 
cialists’ coalition partner for three years. 
The election in September of the very 
nationalist Mr Jérg Haider (see box) as 
leader of the Freedom party led to the 
break-up of the coalition. Mr Haider 
seems to be attracting some of the anti- 
Socialist protest vote which. would other- 
wise have gone to the People’s party. 

The Socialists also appear to be getting 
back some former supporters who had 
gone over to the environmentalist 
Greens, but have been disillusioned by 
the Greens’ apparently uncontrollable 
bickering. Mr Vranitzky himself seems to 
appeal to some middle-class voters, who 
are inclined to think he has made a good 
start in tackling the mess in the nationa- 
lised industries. All these things, his sup- 
porters hope, may help to make up for 
inevitable losses in some of the Socialists’ 








former strongholds. And if the two- 
parties do finish close together, the grand. 
coalition remains a strong possibility. 

It is not, however, inevitable. Mai 
Austrians are reluctant to return to 
country’s old habits of accommodat 
and blur. That may lead them back to th 
People’s party, as the simplest way out | 
the recent past. Or it may tempt a fair 
number of them to vote for either the 
Greens or the Freedom party. 

The Socialists have ruled out anoth 
coalition with the Freedom party. They 
might prefer to go into opposition, in the 
hope of regaining power after an unsu 
cessful spell of conservative governmen 
Although the People’s party would n 
relish a coalition with Mr Haider, it h 
not ruled it out. But a “black-blu 
coalition, or a People’s party minority 
government with Freedom party suppor 
could not expect co-operation from the 
unions. As for a deal with the Greens, 
neither the Socialists nor the People’s 
party like the idea one bit: but they would 
have to think again if the election figur 
pointed that way. eS 





Europe’s air fares 


Unfair 


FROM OUR BRUSSELS CORRESPONDENT 


The people of Europe will not get cheap 
er flights, but the British government m 
yet get its hoped-for bonus from the sa 
of shares in its national airline. Few ha 
reason to be happy about the two-da 
meeting of European transport minister 
that ended on November 11th. The Dutel 
and the Irish had pinned their hopes 0 
competition in the air, and are especially — 
angry at the British, who abandoned 
them. The arch-traditionalists from 
Greece, Spain and Denmark detest an 
move to open Europe's skies, even th 
luke-warm compromise put forward by 
the British. ee: 
According to the British minister, M 
John Moore, the meeting showed that a 
but two or three countries now backed h 
watered-down ideas on sharing capacity. 
on main routes. These are that a national 
airline, which is at present guaranteed 
half share of revenue on routes it share 
with one other EEC carrier, should allo 
its guarantee to be phased down to 40% 
over three years. This is a lot mor 
protectionist than the 25% put forward b 
the EEC commission. Some progress was 
made on British suggestions for allowing 
more than one airline from a given coun- 
try to fly the same route. . 
On the permissible discount on off- 
peak fares, and the conditions to qualif 
for price cuts, the Twelve were split down 
the middle. Britain, supported by West 
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EUROPE 


Germany, wants to loosen conditions a 
little and to allow “deep” discounts of 
45% of normal ticket prices. In most 
countries the cheapest price can already 
be as little as 30% of full fare; but a 45% 
rule was still too much for Denmark, 
France, Spain and Greece. 

Ministers are due to meet again next 
month. Their chance of agreement is not 
bright. The prospects for a deal are 
brighter next year, if the Twelve can bring 
themselves to ratify new EEC voting rules. 
Majority voting would leave the oppo- 





FROM A? EJECTED VISITOR TO ROMANIA 


A week in Romania is all an inquisitive 
tourist can reasonably expect to enjoy, 
to judge by the recent experience of one 
visiting American. The two nondescript 
if affable gentlemen who knocked at the 
door of my room in Bucharest early on 
the morning of Day Seven explained that 
a “minor passport irregularity” necessi- 
tated my brief presence at the Romanian 
passport office, a stone's throw away. A 
quarter of an hour later an equally 
affable “counsellor” of the passport of- 
fice provided the stark details: a number 
of Romanian citizens, it seems. had 
complained of being subjected to “pro- 
vocative questions” by myself. Such be- 
haviour was “incompatible with your 
Status as a tourist’. So, out by the first 
available aircraft. 

What precisely was their definition of 
a tourist? “A tourist is a person who 
takes advantage of any of our splendid 
Black Sea resorts, v'sits historical monu- 
ments, or, say, takes a trip to our famed 
Danube delta.“ And who were the peo- 
ple who lodged the complaints? The 
counsellor did not know. As a scholar, 
was it odd that I should have asked 
questions about economic and cultural 
matters? This time the response came 
with alacrity. “Why, as a scholar all you 
had to do was to contact our Academy of 
Sciences, which would have been only 
too pleased to arrange some interviews 
for you.” My demand that I be allowed 
to contact my embassy was turned down 
on the curious ground that this right was 
reserved only for people “under arrest— 
and you are not, are you?” 

On the way to the airport, it was 
impossible not to remember the elderly 
Romanian gentleman who said, his eyes 
twinkling, “It’s all pretty much what you 
had expected, isn’t it?” Well, much was: 
the interminable queues of citizens eager 
to buy a few wretched-looking tomatoes; 
the streets, after sundown, enveloped in 
darkness; the stark absence. in a city that 
once prided itself on being “the Paris of 
Eastern Europe”, of cafés and decent- 
looking restaurants; the signs in every 
town, village and hamlet, proclaiming 
the citizens’ undying love for “the most 
brilliant son of the Romanian nation”, 


In the land of Decree 408 
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nents even of modest liberalisation just 
short of a blocking minority. 

But Mr Moore is in a hurry. The British 
need to clear away potential problems in 
the run-up to the privatisation of British 
Airways, due in February. The Dutch and 
Irish think the British ratted on them 
because they want a quick deal. Pursuing 
their original “open-skies” policy would 
have given potential investors added wor- 
ries about upstarts muscling into BA’s 
protected routes. Moreover, the commis- 
sion is preparing litigation against 12 





Community airlines for not respecting fait 
competition rules, and may decide to push 
ahead if there is no open-skies agreement 
by next month. The competition commis- 
sioner, Mr Peter Sutherland, may feel this 
is the time to bash the protectionists. 
When it comes to the flotation price of 
BA’s shares, every penny counts. Mrs 
Thatcher and her ministers are sensitive 
to charges that they sell off state assets 
too cheaply. And they need the money to 
help finance a pre-election boom. Those 
Europeans are getting in the way again. 













President Nicolae Ceausescu. 

It was surprising, on the other hand, 
that in one of the most oppressive of all 
communist societies not everyone keeps 
his mouth shut. In a small village a 
middle-aged man was convulsed by 
laughter at the sight of a western visitor 
photographing a billboard with the stir- 
ring legend, “We live in the epoch of 
Ceausescu!”—and then proceeded, in 
his house, to tick off his list of com- 
plaints. Other voices of dissent included 
a young Magyar teacher who protested 
at being ordered to work for three years 
in a small Romanian village; a writer 
who complained bitterly about “stifling” 
censorship and the “talentless hacks and 
bootlickers now running the Writers’ 
Union”; and that elderly gentleman in 
Bucharest, as scathing about a society 
permeated with fear and cowardice as he 
was about the regime. 

The defiance of these people notwith- 
standing, the prevailing norm is fear, 
circumspection and an aversion to any 
organised resistance. How much the lack 
of a dissident movement in Romania 
compared with Poland, Czechoslovakia, 
Hungary or East Germany is due to the 
activities of the secret police, and how 
much to the Romanians’ historical pro- 
clivity for conformity and fatalism, can 
be argued for ever. 
























The Ceausescu government has a ma- 
nia about decrees, dozens of which ap- 
pear every few months, but some of 
which are never published even in the 
Buletinul Oficial. The infamous decree 
No 408 is perhaps the classic example of 
“Jus Romanescu”, It stipulates that Ro- 
manian citizens must report all contacts 
with foreigners within 24 hours. Yet 
nobody can remember seeing its text 
published. 

In recent years the decree has been 
strengthened by a number of ‘‘amend- 
ments”. One makes it a criminal offence 
for a Romanian to offer overnight lodg- 
ing to foreign visitors. Another forbids 
Romanian writers to have any conversa- 
tions with foreign colleagues, including 
those from other communist countries, 
without explicit approval from the 
“proper” authorities. The latest amend- 
ment is said to make it illegal for any 
Romanian citizen to have any serious 
conversation with a foreigner. 

Like the parent decree, none of these 
regulations has been made public. In- 
stead, groups (of writers, for instance) 
may be ushered in front of an official to 
listen to a reading of the decree, and 
then are asked to sign a blank sheet of 
paper as proof that they have been duly 
apprised of it. This procedure, however 
implausible it may sound, is not one of 
Romania's many rumours. It has been 
described in minute detail by several 
people who had actually been subjected 
to It. 












































“100% foreign ownership. 
Unlimited transfer of profit and capital. 
No corporate taxes 
‘for a minimum of 15 years. 

No personal income taxes. - 
No import/export taxes. 
No sponsorship restrictions. 
it’s just the base we're looking for . 
to set up our new business!” 
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“Where on earth is this place?” 


YOUR NEW BASE FOR MIDDLE EAST MARKETS | 


Isa trading/industrial base with direct access to 
Middle East markets a futuristic dream? 

Not any more. 

Dubai’s Jebel Ali Free Zone has made it easy for your 
company to set up operations in the region. And only 
at Jebel Ali Free Zone will you have the benefit of 
retaining 100% ownership. Many international 
corporations have already taken advantage of a galaxy 


of benefits including new trading freedoms, cheap: 
energy sources, international telecommunications 


` systems, a modern infrastructure and the largest man- 


made port in the world right on our doorstep. 

Jebel Ali Free Zone --- there's no place on earth that | 
offers you more. Send for our informative brochure 
today. © 


Jebel Ali Free | 
Zone Authority 


Mr. Edward A. Butler, Director of Marketing, 
Dept. 08, P.O. Box 3258, 

United Arab Emirates 

Tel: Jebel Ali 56578, Telex: 46580 TPAJA EM 
Cable: PAJADUS UAE 
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<e Thiscould be the biggest business challenge of your 
life, It will test the strategic thinking and management 


You will strive as never before for profit. Yet you'll 
receive no financial reward. Unlikely, too, that your 
_ effort will result in even a modest promotion, 

And all the while you'll be competing amongst at 
- least 200 other highly-motivated groups. 

This is The 1987 European Markstrat Competition, 
now entering its third year. 

Backed by The Economist and INSEAD, Markstrat 

i a unique computer simulation designed to test and 
velop every aspect of business acumen. 

‘he simulation programs incorporate the most 

ed business thinking, developed by Jean-Claude 

rréché of INSEAD and Hubert Gatignon of the 

University of Pennsylvania, 

: To participate you need to form a team of three to 

_ five members and have access toa micro computer. 


COMPANY 
ADDRESS 


-HEWLETT PACKARD -ITT 


Economist 


skills ofyouand your colleagues to the limit. And beyond. 


i 
f 
{ 
i 
H 
i 
H 


‘Twant to win the 1987 Markstrat C ompetition. Please rush me an entry form. 





The 1987 European Markstrat Competition, Wy Y4 “~~ 6 
STRAT®X, 73, rue Victor H ugo, INSEAD 
77250 Veneux les Sablons, France. : a o gra os E 3 
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Yet no special computing skills are required; T 
accent is on brain power, not computer power, 

The decisions you'll need to take during the 
simulation will be taxing. As in real-life, they'll have : 
far reaching effect on every other aspect of your- 
company’s operations. a 

But it isn’t as straightforward as it sounds. For the 
products cannot be related to anything you're likely to 
find in the normal market. yA oe 



















So you'll be stretching your imaginative powers to 
the limit in the pursuit of proht. l 

The entry cost is a modest FF5,000. Modest 
because The 1987 Markstrat Competition is sponsored 
by DEC, Hewlett Packard, ITT and Olivetti. ; 

The deadline for entries is January 18th 1987 Likely 
you're left with one question: what will you get from 
playing to win at Markstrat? aco heat 

Obviously a singular opportunity to develop yor“ 
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skills. And glory. Pure glory. . 


| CDEC: ITT- OLIVETTI- HEWLETT PACKARD - OLIVETTI-DEC-ITT- HEWLETT PACKARD - OLIVETTI 


pon 











LI QWVIOVd LIM aH -DC 





LETT PACKARD - OLIVETTI 
THE ECONOMIST NOVEMBER is 1986 





HYPERINFLATION 





Taming the beast 


Since the beginning of 1985 four countries with very high rates of 
inflation—Argentina, Bolivia, Brazil and Israel—have taken controver- 


sial anti-inflation cures. The results, though mixed, have 


iven a new 


twist to an old debate about economic policy: is it possible to beat 


inflation without causing a slump? 


The orthodox answer to that question is 
no—and the experience of the industrial 
countries since 1980 seems to confirm it. 

arope and America squeezed high (by 

eir standards) inflation out of their 
economies, but with a mixture of 
tight monetary and fiscal policies 
that choked demand and output, 
and pushed unemployment sharply 
up. Recession, according to main- 
stream economics, was the tempo- 
rary price that had to be paid to get 
inflation down. Perhaps by getting 
their policies right, governments 
can limit the depth and duration of 
the recession. But a slump there 
has to be. 

Really? In the first year of its 
anti-inflation plan, Argentina cut 
its inflation rate from a monthly 
peak of 2,500% (at an annual rate) 
to 100%—and its industrial output 
jumped in real terms by more than 
20%. Brazil's inflation rate 
dropped from a monthly peak of 
more than 400% (at an annual rate) 

around 20%; its industrial out- 

it should rise by around 10% this 
year. Israel's inflation rate is down 
from nearly 2,000% to 20%; its 
unemployment rate has gone up, 
but by less than one percentage 
point (to 74% of the labour force). 
Even in Bolivia—which cut its in- 
flation rate from 20,000% to some- 
thing like 50%—the unemploy- 
ment rate has gone up by less than two 
percentage points. 

In two of the four countries (Argentina 
and Brazil), the unemployment cost of 
cutting inflation has therefore been zero. 
In the other two, it has been negligible by 
European standards, (Between 1980 and 
1986, Britain, to quote the extreme case, 
cut its inflation rate from 22% to 3%; but 
its unemployment rate went up by six 


THE ECONOMIST NOVEMBER 15 1986 


eae tio, oe) Pant t 


Squeezing the money supply: Germany, 1923 


percentage points.) 

A complication: all four of these high- 
inflation countries have cut their inflation 
rates with policies that included direct 
controls on prices and/or incomes. It is 


one thing to kill inflation with rules ban- 
ning price rises, quite another to tackle its 
underlying causes. If governments ignore 
the hidden causes, their price controls will 
eventually collapse, and the hitherto-re- 
pressed inflation will resurface. And in 
the meantime, a frozen structure of rela- 
tive prices will impose distortions that do 
all kinds of damage to the economy’s 
prospects for long-term growth. 


Have the four inflation miracles there- 
fore been faked? One way to judge is to 
look at the four economies, and at their 
anti-inflation programmes, case by case, 
country by country. 

First, though, note that the anti-infla- 
tion plans do have one thing in common: 
price controls were not slapped on in a 
panic. The four governments adopted 
them as one element within carefully 
designed schemes of fiscal and monetary 
reform—on the advice not only of the 
countries’ home-grown economists, but 
with support from some of the best eco- 
nomic brains in the United States. What, 
then, is the economic case for the price- 
and-wage-controls approach? 

Modern economics has two main theo- 
ries about inflation. The first stresses 
inertia. It says that today’s inflation 
rate is (a) yesterday’s inflation rate; 
plus or minus (b) a bit for the state 
of the economic cycle (booms push 
it up, slumps push it down); plus or 
minus (c) a bit for external influ- 
ences (eg, higher import prices 
push it up, lower import prices push 
it down). So if the economy is 
ticking over at something close to 
full employment (no boom, no 
slump) and all is quiet on the exter- 
nal front, (b) and (c) have no 
effect. The inflation rate simply 
carries on for ever—2% a year or 
20,000% a year, whatever it was 
yesterday. 

This happens because most econ- 
omies are more or less indexed: 
wages rise to take account of the 
previous change in prices, prices 
then change to take account of that 
rise in wages, and so on. This 
process continues quite happily 
even without formal indexation 
rules, because of people's expecta- 
tions about future ‘inflation. Em- 
ployers are willing to increase 
wages because they expect to be 
able to increase their prices too. 
Their best guess about how far they 
will be able to put their prices up is simply 
the existing inflation rate. 

The higher the inflation rate—it gets 
bumped up, on this theory, by successive 
jolts from (b) and (c)—the more en- 
trenched this circle of wage and price rises 
becomes. First, informal indexation 
based on bargaining in the marketplace 
gives way to formal indexation adminis- 
tered by the state. Second, ever-larger 
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HYPERINFLATION 





cuts in real wages are needed to achieve a 
given cut in the inflation rate. 

Suppose, for example, that the infla- 
tion rate is 4%. To cut the rate of inflation 
in half, wage-earners would have to ac- 
cept a wage rise of 2% (so that the next 
rise in prices could also fall to 2%); that 
requires a modest cut of 2% in real 
wages. But if the rate of inflation is 400%, 
halving the rate of inflation would require 
wage earners to accept a rise of 200%; a 
real-wage cut of 40%. As inflation climbs, 
in other words, it gradually becomes 
more deeply embedded in the economy. 

The second theory sees the same set of 
facts about inflation, but interprets them 
quite differently. On this view, inertia has 
nothing to do with it. True, workers 
demand, and employers are willing to 
grant, inflationary wage increases be- 
cause they expect the inflation rate to stay 
high; but they expect it to stay high 
because their governments’ monetary and 
fiscal policies make it silly to expect 
anything else. If governments could con- 
vince everybody that their policies would 
no longer provoke or accommodate price 
rises, inflation would stop dead in its 
tracks. No loss of output, no loss of jobs. 

At first sight, this seems ridiculous. 
Take Britain's economic policy since 
1979. Mrs Thatcher’s government set out 
its medium-term financial strategy quick- 
ly after taking office. This was, in effect, a 
promise to squeeze inflation out of the 
economy through a gradual tightening of 
monetary and fiscal policy. Inflation fell, 
but only at a high cost in lost output and 
unemployment. So, it would seem, creat- 
ing a suitable climate of expectations is 
not enough to make disinflation painless. 

But the economists who support this 
second theory of inflation—the “rational 
expectations” theory—say that Britain’s 
experience fits their models well. The 
point, they say, is that Mrs Thatcher's 
medium-term strategy was not credible. 
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Alfonsin, Sarney, Paz, Peres: inflation miracle-workers? 


A commitment to cut government bor- 
rowing counts for little until ministers 
announce the measures which will bring 
that about. Because of its long history of 
high taxes, high public spending and 
overborrowing—together with an all-par- 
ty tradition of welfare-state activism— 
Britain’s government had to be bold, 
rather than make promises. On the ratio- 
nal-expectations view, it got the worst of 
both worlds by acting half-heartedly. 
Firms and workers expected inflation to 
continue, so the price of reducing it was a 
slump. 


Pick a policy 

What do these competing theories imply 
for the designers of anti-inflation pro- 
grammes? According to both theories, 
fiscal restraint is the heart of the matter. 
Inertia theorists argue that over-large 
budget deficits can create the excess de- 
mand that causes inflation to accelerate. 
By the same token, fiscal tightening can 
cause inflation to decelerate—though the 
higher the starting point, the tougher that 
process will be. Most rational-expecta- 
tions theorists hate budget deficits, large 
or small. Deficits have to be financed: 
they are a constant temptation for gov- 
ernments to print money. At the same 
time, deficits add to the national debt. So 
they promote the belief that at some point 
the government will choose to reduce the 
real value of that debt by letting inflation 
rise. 

Because they attach such importance to 
creating a dramatic switch in expecta- 
tions, the rational-expectations theorists 
are also keen on traumatic therapy: the 
short, sharp shock. An example of such a 
shock would be for the government to 
deny itself the power to print money as a 
way of financing its deficit—by giving that 
function to a constitutionally separate 
central bank. (This happened in Germa- 
ny at the end of its period of hyperinfla- 
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tion in 1923.) Inertia theorists, though, 
are split on whether shock treatment is 
the right approach. Most doubt that mod- 
ern governments can credibly tie them- 
selves down for years ahead. That mak« 
shock treatment risky: if expectations di 
not change then a sudden fiscal squeeze 
could throttle the economy. 

The biggest disagreement is over the 
need for a prices-and-incomes policy. The 
rational-expectations theorists say no, for 
two reasons. First, because they are be- 
lievers in the efficiency of free markets, 
and therefore want governments to 
tamper with prices as little as possible. 
Second, because price controls are an 
admission that the government cannot 
tackle inflation at the roots—or else an 
excuse for failing to try. So they can 
undermine the credibility of the govern- 
ment’s other measures, if any. Remem- 
ber, too, that according to the rational- 
expectations theorists, price controls are 
simply not necessary. 

Most inertia theorists, on the other 
hand, are in favour of some form of 
temporary direct controls on prices and/ 
or wages. One of the most influenti: 
members of their school is Professc 
Rudiger Dornbusch of the Massachusetts 
Institute of Technology. The case for 
direct controls, he argues, springs from a 
problem of co-ordination. 

In a recent article, co-written with 
Professor Mario Henrique Simonsen of 
Brazil’s Getulio Vargas Foundation, he 
put it like this. “Assume that after a 
prolonged inflation the central bank an- 
nounces that it will stop printing money, 
and the treasury announces that the bud- 
get deficit will be eliminated as a result of 
increased taxes or expenditure cuts. Even 
if the general perception is that nominal 
GNP will be stabilised immediately, pru- 
dent price setters should not take the lead 
in stopping sectoral price increases, as 
long as they consider the possibility of 
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This turns the rational-expectations 


theory on its head. Even if that theory is _ 


true—ie, even if firms and workers be- 
_ lieve that, on average, prices will stop 
rising—price controls may be necessary 
to make the idea work properly. Other- 
wise, firms and workers will play safe, 
setting prices and wages on the assump- 


Anti-inflation Policies 
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Fiscal restraint? Yes Yes 
: Yes No 
Direct controls on Yes Yes 
“Heterodox” 
anti-inflation 
packages 


tion that inflation in other parts of the 
«economy will not stop dead. 

The table shows how these three as- 
¿pects of anti-inflation policy—fiscal re- 
straint, shock versus gradual treatment, 
~ prices-and-incomes policy—divide the 
different camps. The inertia theorists are 
__in columns 1 and 2: yes to fiscal restraint, 
~- yes to incomes policy, and undecided on 
: how much of a shock to cause. (The anti- 
inflation packages introduced by Argenti- 
na, Brazil and Israel all fall under column 
.) To emphasise the contrast between 
_ these plans and the orthodox approach, 
their. supporters have christened them 
“heterodox” policies. 

The IMF, in the eyes of most econo- 
ists, is the spiritual home of orthodoxy. 
When governments come begging for 
cash, it usually insists on measures to cut 
the budget deficit. But it prefers gradual 
to shock therapy, and it rarely finds 
anything good to say about wage and 
‘price controls. So the IMF and convention- 
al economic wisdom stand in column 3. 
`The rational-expectations theorists are 
n column 4: they say yes to fiscal re- 
straint, yes to shocks, no to wage and 
price controls. (Bolivia’s plan fits here.) 
And, to complete the picture, column 5 
shows what governments which want to 
fight inflation have usually done—adopt- 
-veda prices-and-incomes policy with no 
change in fiscal policy. Economists of 
every school agree that is bound to fail. 









_ Testing the theory 
- Argentina’s Austral Plan—brainchild of a 


n packages to link prices-and- 


Oe incomes policy to fiscal squeeze. The first 


_ Stage, which ran from July 1985 to March 








pegged its value to the dollar. 

-By April, signs of repressed inflation 
were mounting, and the unions were 
complaining ever more loudly of falling 
real incomes. The government relaxed its 
direct controls. The inflation rate jumped 


‘to more than 4% a month straight away, 


and by August the monthly rise was 8% 











(3) (4) (5) 
Yes Yes No 
No Yes — 
No No Yes 
Orthodox | The rational- | What usually 
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approach 


(equivalent to an annual rate of 150%). A 
series of mini-devaluations was necessary 
to prevent the austral from becoming 
hopelessly overvalued against the dollar. 
This pushed import prices up and fed the 
resurging inflationary spiral. Matters 
would have been even worse if the dollar 
itself had not been falling on the foreign- 
exchange markets. 

So, in September, the Austral Plan 
moved to a third stage. The government 
re-introduced direct controls on wages, 
but instead of trying to hold them fixed in 
cash terms, the controls allow for overall 
pay and price rises of around 3% a 
month. In other words the government is 
no longer aiming for price stability; in- 
stead it is hoping to stabilise the rate of 
inflation at around 50% a year. 

To support the latest phase of the plan, 
Mr Alfonsin has appointed a new gover- 
nor of the central bank. Many of the 
country’s economists blamed the central 


bank’s relaxed monetary policies for the: 


rise in inflation. The new governor, Mr 
Jose Luis Machinea, was one of the 
designers of the plan, and is determined 
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pay around 5% a month (equivalent to 
80% a year) in real terms. 

Has the Austral Plan failed? Many are 
writing it off. But look at chart 1. Infla- 
tion in Argentina is still high, but the 
government has: pulled the country from 
the brink of hyperinflation. Indeed, the 
year-on-year inflation rates in chart 1 
understate the achievement. In June 
1985, the last month before the plan took 
effect, prices went up. 31%-—~an annual 
inflation rate of about 2,500%. In the 
worst month since, after direct price con- 
trols had been dismantled, the annualised 
inflation rate was less than 200%. ` 

Meanwhile, the volume of Argentina’s 
industrial output has continued to grow at 
a respectable rate. It is now as high as 
previous peak in 1979-80. That combi: 
tion of a dramatic fall in inflation plus 
fairly steady growth in output is rare. For 
Argentina, burdened with foreign debts, 
and long plagued by the most aggressive 
trade unions in Latin America (“almost 
as bad as Britain’s’’, as many. Argentines 
like to say), even a half-success is remark- 
able. The IMF, Mr Dornbusch points out, 
has nothing similar to boast of. 

Fiscal conservatives, please note: the 
plan’s failure to stamp out inflation alto- 
gether cannot be blamed on an untamed 
budget deficit. The deficit fell from 11% 
of GDP in the second quarter of 1985 to 
1.9% in the second quarter of 1986. This 
steep fall was only partly due to changes 
in policy. True, the government did cre- 
ate some new taxes (sometimes disguising 
them as forced savings plans and the 
like), increase some existing ones, and 
trim public spending. a little. But one of 
the most important reasons for the lov 
deficit was that lower inflation autom: 
cally increases tax revenues. 

In low-inflation countries this effect is 
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CHANGE CITIES 
_ WITHOUT CHANGING 
YOUR STANDARDS. 


With Hilton International hotels and an 
American Express® Card Assured 
Reservation®, you can be sure of a warm 
and gracious welcome at 18 of the finest 
hotels throughout Asia & Australia, including 
the new Osaka Hilton International. This 
warm welcome will soon be extended even 
further with the opening of the Hilton 
International Brisbane in November and the 
Shanghai Hilton International in late ’87. 

No matter where you stay, each and 
every Hilton International hotel offers the 
same excellent levels of service, quality and 
convenience. From our Executive Floors 
specially designed for the business traveller, 
through to carefully planned Business 
Centres. In short, everything for the business 
traveller on the move. 

And when you travel with the American 
Express Card, you'll receive Assured 
Reservations at all Hilton International 
hotels. So no matter how late you arrive, a 
friendly face will be there to greet you. And 

“No stop check-out” upon departure, so 
there’s no waiting and no unnecessary 
delays. 

When it comes to staying at deluxe hotels 
on your travels throughout Asia and Australia, 
there's nothing quite like Hilton Inter- 
national hotels. Or for that matter, the 
American Express Card. 

For more information, or reservations, 
call your travel agent, any Hilton Inter- 
national hotel, or the Hilton 
Reservation Service. 
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When Storer Communications 
was acquired recently by its man- 
agement and SCI Holdings, Inc.— 
corporation organized by Kohl- 
berg, Kravis, Roberts & Co.— 
Bankers Trust was selected as 
exchange agent for the $2.6 bil- 
lion acquisition. Our specialized 
reorganization processing team 
handled twelve of the largest 
mergers in 1985, totaling over 
Obillion. 


__ It takes 
a special kind of ba 
to be a power in 
both corporate trust 

_ and Eurosecurities. 











You might expect a 
bank with ‘‘Trust” in 
its name to bea 
powerful force in 
corporate trust and 
agency services. 
So it should come 
as no surprise 
that more than 
2,000 corporate and 
governmental entities 
worldwide depend on 
Bankers Trust to service 
over $150 billion in 
securities. (We 
exercise fiduciary 
E responsibility 
for over $80 
billion in debt securities alone. ) 
But for the same bank to bea 
major force in the Euromarkets— 
that might seem surprising. Yet 
last year, Bankers Trust lead- 
managed 26 Eurosecurity offer- 
ings totaling $2.5 billion. And was 
one of the most active participants 
in the secondary market, where 
we are a market-maker in over 
500 different Eurosecurities. 
Such dual leadership is the 
result of Bankers Trust’s remark- 


able brand of banking: merchant 
banking. 

Merchant banking blends 
two distinct aspects of banking. 
One is the lending capabilities and 
breadth of non-credit services of a 
commercial bank. Among these 
are our trust and agency services. 

The other half of merchant 
banking involves the intermediary 
skills and entrepreneurial spirit of 
an investment bank. From this 
half springs our strength in the 
Euromarkets. 

It’s this combination of 
investment and commercial bank- 
ing services that has made 
Bankers Trust the choice of so 
many private and public sector 
entities. For more often than not 
these days, what once were purely 
commercial banking functions 
now require a considerable degree 
of investment banking know- 
how. And vice versa. 

The combination has worked 
togive Bankers Trust leadership 
in many areas. Among them: 

Trading. From our regional 
trading rooms in New York, Lon- 
don and the Far East, we execute 


over $18 billion in money, securi- 
es, and currency transactions 
daily. Bankers Trust is today one 
of the five largest primary United 
States government securities deal- 
ers and one of the acknowledged 


leaders in foreign currency trading. 


Loan syndication. We play 
a major role in the global syndi- 
cated loan and Euronote market. 
We are sixth among the top 50 
lead managers worldwide, and are 
ranked fifth by leading partic- 
ipants in the world’s capital 
markets in terms of innovative 
instruments and pricing. 

Swaps. Bankers Trust is a 
universally acknowledged market 
leader in the intricate world of 
~ wrency and interest rate swaps. 

1985, our team of specialists in 
New York, London, Tokyo, Hong 
Kongand Toronto completed an 
average of more than three deals 
every day. 

Securities services. Our se- 
curities services capabilities go 
far beyond our leadership in 
worldwide custody and clearance. 
We also offer programs like 


It takes Bankers Trust. 























Institutional Brokerage, Securities 
Lending and Dividend Plus to maxi- 
mize the earning power of the 
securities we service. 

In almost every area, 
Bankers Trust’s merchant banking 
skills can serve you, and serve you 
well. Indeed, many clients now 
turn to us for virtually all of their 
banking needs. 

Merchant banking. If you're 
not yet taking advantage of it, 
you should. 


With the special i 


In 1985, Bankers Trust brought 
a $350 million Eurobond issue 
to market for the European 
Economic Community. It was 
the largest bond and swap issue 
ever, and one of many arranged 
by Bankers Trust. 


kind of bank 
that can best 
put it to work 
for you: 
Bankers Trust. 


Bankers Irust Company 


Merchant 


banking, worldwide. 


Dashwood House, 69 Old Broad Street, London Kishimoto Building, 2-1 Marunouchi, Tokyo 


The signs of change. 


If you’ve been to The Californias lately, you know there's a new 
momentum, a new attitude that has made change a part of public 
policy and public policy a part of change. 

Yes, The Californias comprise the world’s seventh largest 
economy. And, yes, we may be the fourth largest by the year 2000. 
But it won't be because we're lucky or nice. It will be because we 
made it happen. 

We're taking care of business. Were making it easier. 

Maybe that’s why nearly thirteen hundred companies have 
located or expanded here in the last three years. 

The signs are everywhere, 
and they all say the same thing. | l © Californias 
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They all say “Go” 






















The Californias put 
more money into its 
public education system — 
grammar schools, high 
schools, universities and 
post-graduate schools— 
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A spenda JZ1L.0 
occ ——— > billion this year That's 
a 35% increase over 

three years ago. 
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Californians bought 
more retail goods in 
1985 than Texas, 
Arkansas, Louisiana, 
and Oklahoma. 
Combined. Over $160 
billion. (That’s up 40% 
from 1980.) The state's 
total personal income 
Jor 1986 is forecast to 
grow 20% faster than 
the rest of the nation. 
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It takes a real leader 
to say this: The 
Californias 
are #23. In 
overall tax 
burden. In 
1978, we 
were #4. 
We had a 
billion and a 
half dollar deficit 
'n 1982. Now we 
rave almost a billion 
dollar surplus. 
Without a general tax 
increase. 














The Californias 
have seen nearly $35 
billion of new 
commercial and 
industrial construction 
since 1980. But we still 
have all the land you 
need, at every price— 
including more fully- 
improved business parks 
than anywhere else in 
the world. 





The Californias will spend 
$3 billion on streets, 
sewers, water delivery and 
related infrastructure this 
year. That’s 1/3 more 
than 1984. (And an 
additional $16 
billion expenditure 
before 1990 has 
been proposed.) 














(a 44? 
Č pet <4 
+ 


e + 


































If you've priced 
office space in 
London, Tokyo or f 
New York lately, pi 
$50 per square | 
foot per year 
won't surprise 
you. Compare 
that with a 
ringside seat on 
The Pacific 
Rim for just 
$26 or $30 in 
Los Angeles 
or San fi 
Francisco. 





Harits 5 the power 
of an emerging market leader in swaps— 
Merrill Lynch. This year alone, our business 
has grown from $220 million a month to over 
$2 billion a month. 
: Š This tremendous 
growth is due to 
the unparalleled 
| breadth of resources 
l we offer our clients. 
| Merrill Lynch has 
- i the creativity, 
eae ee capital, global 
oo distribution and 
trading expertise to execute both complex and 
large transactions efficiently. 

For example, in just two days this past August, 
our swap team handled over $1 billion worth of 
transactions. And our momentum is building. 
Today, Merrill Lynch has become a world leader 


in interest rate and 
currency swaps. 


GROWTH IN MERRILL LYNCH SWAP VOLUME— 1986 


IN MILLIONS 
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so small that it can safely be forgotten. 
But Argentina’s experience shows how 
important it can be if inflation is very 
high. It happens because in most coun- 
tries there is a delay between assessing 
taxes and collecting them. If the delay is 
one month (and it can be longer) that 
means an inflation rate of 30% a month 
wipes nearly a third from the value of the 
government's taxes before they have even 
been collected. According to one esti- 
mate, by reducing its rate of inflation so 
sharply—and with it the erosion of taxes 
in transit—Argentina painlessly cut 3% 
of GDP from its budget deficit. 


Son of austral 

Brazil’s Cruzado Plan was modelled on 
Argentina’s experiment, but it was pre- 
sented in a way that made it even more of 
an affront to the rational-expectationists. 
The Cruzado Plan’s designers came 
straight out and said that the govern- 
ment’s fiscal policy was tight enough 
already. Brazilian inflation was entirely 
inertial. A temporary prices-and-incomes 
policy, combined with a monetary reform 
(ie, a new currency), would do the trick. 
And the government’s confidence went 
so far that the president, Mr Jose Sarney, 
promised zero inflation. In Argentina, 
Mr Alfonsin, wisely, never offered that 
hostage to fortune. 

The plan went into effect last February. 
It froze prices. It created a new currency, 
the cruzado, which (like Argentina's aus- 
tral) was pegged to the dollar. It convert- 
ed wages into cruzados at their average 
level of the previous six months plus 
8%—except for the statutory minimum 
wage, which got a bonus of 15%. Wages 
were then frozen at that level unless 
prices went up by more than 20%. 

The first results were impressive. In 
February, prices had gone up by 15%, or 
more than 400% at an annual rate. Dur- 
ing the first six months of the plan price 
rises averaged between 1% and 13% a 
month, almost 20% at an annual rate: not 
zero, but a sharp fall nonetheless. At the 
same time, Brazil’s output continued to 
grow strongly (see chart 2). Most fore- 
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The party's over in Rio 


casters expect a rise of around 8% in real 
terms this year. By mid-summer Mr Dil- 
son Funaro, the minister of finance, felt 
able to celebrate, announcing that Brazil 
was a country with Switzerland’s inflation 
rate and economic growth twice as fast as 
Japan’s. 

Lately, though, the plan has begun to 
unravel. The signs of excess demand and 
repressed inflation are clearer now in 
Brazil than they ever were in Argentina. 
Acute shortages, especially of meat and 
milk, command the headlines in Rio de 
Janeiro and Sao Paulo. Black markets for 
all sorts of goods are flourishing: every- 
thing commands a hefty markup over the 
official price. The black market for dol- 
lars is no exception; the premium over the 
official rate against the cruzado has gone 
as high as 100%. 

The government acknowledged that its 
plan was starting to go astray in August; it 
announced some minor tax changes, and 
a token liberalisation of its import con- 
trols. Some of the more recent attempts 
to raise revenue have an air of despera- 
tion about them. Anybody buying a new 
car has to pay a “surcharge” of 30%. If 
the surcharge were a tax, it would add to 
the index that measures inflation. So the 
government has deemed it to be a com- 


Real GDP 
1981-100 








pulsory loan. Details of repayment have 
been left rather vague. 

Fiscal fiddling of that kind will not be 
enough. The budget deficit, so confident- 


ly ignored a few months earlier, looks set — 


to be 5% of GDP this year, ten times 
higher than the forecast 0.5%. In the 
meantime, the credibility of the plan is 
dwindling. With congressional elections 
to face this month, Mr Sarney has refused 
to follow Argentina’s example and switch 
to administered price rises rather than a 
full-scale freeze. But since everybody 
expects the plan to be recast after the 
elections—whatever their results—this 
stubbornness is pointless. 

Brazil seemed to embark on its anti- 
inflation plan with two advantages over 
Argentina. First, its inflation rate was 
lower. Second, Brazil's real economy 
was, and still is, in better shape: it has had 
rapid economic growth combined with a 
trade surplus of $13 billion in 1985; 
cheaper oil should cut its import bill by 
another $2 billion this year. If anything, 
though, Brazil’s Cruzado Plan is falling 
apart more quickly than Argentina’s Aus- 
tral model. 

Most of the blame for that must go to 
the government’s misjudgment of the 
budget deficit, and its unwillingness to 


take decisive action as soon as it realised _ 


that its forecast (of a deficit of 0.5% of 


GDP) was going wrong. Any theory of 


inflation would have predicted problems 
for Brazil because of that mistake. 


But, paradoxically, some of the blame — 


should also go to Brazil’s supposed ad- 
vantages. First, its low pre-cruzado infla- 
tion rate (low by Argentine standards) 
meant that its public finances received a 
smaller benefit from falling inflation; Ar- 
gentina’s budget deficit, remember, fell 
partly because its inflation rate was so 
high to begin with. Second, Brazil suf- 
fered from the fact that it had adapted 
well to inflation. The government had 
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created an index-linked financial asset, 
which had proved so popular as a channel 
for savings that Brazil suffered little of the 
capital flight that afflicted Argentina as its 
inflation rate went up. But the Cruzado 
Plan abolished this inflation-proof asset. 
Brazilians—doubtful that the plan would 
stick—began to buy dollars, forcing up 
the black-market premium, and fuelling 
worries of inflation to come. 


A shocking tale 

Bolivia’s anti-inflation programme is the 
most remarkable of modern times. In the 
first half of 1985, the country’s inflation 
rate was 20,000% a year and rising. (Mr 
Juan Cariaga, the minister of finance, 
proudly points out that that is the seventh 
highest in history.) Bolivia’s president, 
Mr Victor Paz Estenssoro, announced his 
“New Economic Policy” (NEP) in August 
1985, a month after taking office. What 
the title lacked in punch, the content 
made up for. 

Mr Paz dismantled controls on prices, 
interest rates, exports and imports. He 
legalised the black market in foreign 
exchange and let the official exchange 
rate float. It promptly crashed to 7% of 
its previous value against the dollar. He 
shut down many state-owned enterprises 
(mostly tin mines), froze public-sector 
wages, withdrew the subsidy on petrol (its 
price rose tenfold), and started collecting 
a new wealth tax. At the same time, Mr 
Cariaga embarked on a new way of run- 
ning a finance ministry. As he describes 
it, he is told each day how much tax 
revenue the government received the day 
before. That sets a limit on the amount of 
spending he will authorise. No excep- 
tions. In other words, he balances the 
budget day by day. 

What happened? Within one month 
the inflation rate was zero—without price 
controls. Since then, the monthly rate has 
bounced briefly as high as 33%, but by 
the third quarter of this year the annua- 
lised rate seemed to have settled down at 
around 50%. The real side of the econo- 
my is certainly taking a beating, but 
output was falling before the anti-infla- 


tion policy came into effect (see chart 3). 


According to government figures, the 
unemployment rate has increased since 
August 1985, but only by one and a half 
percentage points, from 173% to 19% of 
the labour force. Official measures of 
unemployment mean little in a country 


_ where, according to unofficial estimates, 


more than 60% of the labour force works 
in the black economy. 

For all the statisticians know, the latest 
American-assisted drive against Bolivia’s 
illegal cocaine industry may put more 
people out of work, and have a bigger 


effect on living standards, than Mr Paz’s 


economic policies. Moreover, Bolivia’s 
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main legal exports are tin and natural gas; 
the world price of both has tumbled in 
recent months, enough to cause a reces- 
sion with or without the NEP. 

But the public-sector wage freeze did 
mean that the purchasing power of pub- 
lic-sector workers (who account for about 
40% of the labour force in the official 
economy) fell by 40% between Novem- 
ber 1985 and May 1986. The distress is 
real, and the government is nervous. 
Shortly after Mr Paz sacked his surplus 
workers the unions called a strike. The 
president declared a state of siege and 
sent 179 of their leaders to prison until 
they agreed to return to work. 

Does Bolivia settle the debate between 
the economists who believe that inflation 
is inertial and their rational-expectations 
critics? If inflation can fall from 20,000% 
to zero in a few weeks and without price 
controls, how can it make sense to talk of 
inertia? 

One answer stresses the difference be- 
tween true hyperinflation (as in Bolivia, 
where annual inflation rates were in five 
digits and accelerating) and high-but- 
comparatively-stable inflation (as in the 
other countries). Inflation gets harder to 
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Totting up the grocery list in La Paz 
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stop as a society learns to cope with it. 
Indexation, for example, can make a 
500% inflation rate quite tolerable, but 
only by making it harder to budge. If that 
500% rate is pushed ever higher—as it 
was in Bolivia, by a fiscal policy that was 
literally all spending and no taxes—the 
accelerating inflation is eventually too 
much to handle. 

By the time inflation reaches a rate of 
20,000% a year, the official monetary 
economy is crumbling. Prices are quoted 
in a stable foreign currency or not at all. 
Barter takes over from cash transactions. 
People stop making financial contracts. 
They store their wealth in physical assets. 
In effect, the economy, unable to cope, 
Starts to reject inflation. This Bolivian 
sort of inflation may be much more vul- 
nerable to attack from anti-inflation poli- 
cy than a high-but-stable inflation that has 
taken root. 

What Bolivia’s NEP undeniably shows is 
the power of an unremittingly tough fiscal 
policy as a way of cutting inflation. That is 
not particularly controversiai—however 
unusual it may be to see that standard bit 
of economics put into practice. The ques- 
tion is whether the same result could have 
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and sea if the government had 
used a prices-and-incomes policy like the 
ones in the Austral and Cruzado Plans. In 
“a country such as Bolivia, where reliable 
Statistics are impossible to come by, it is 
hard to know how much output the econ- 
-omy has actually lost, let alone how much 
it would have lost if the government had 
followed a different policy. 

















-A sounder shekel 
“So far, Israe”s anti-inflation policy looks 
he most successful of the four discussed 
in this article. Mr Shimon Peres, prime 
minister until last month, supervised its 
introduction in July 1985. The new plan 
followed two earlier half-hearted and un- 
uiccessful attempts. These had frozen 
prices with direct controls, only to release 
new and stronger bursts of inflation as 
_ soon as they were removed. The econo- 
sts who had clout with the govern- 
ment—notably Mr Michael Bruno, now 
governor of the Bank of Israel—agreed 
that the government’s budget deficit had 
to be cut. This was something the earlier 
plans had funked. But Mr Bruno also 
wanted to try the “discredited” prices- 
and-incomes policy once more. 

`The plan proposed a cut in the budget 
deficit from 15% to 5% of GDP; it froze all 
wages and prices, but announced that the 
freeze would be allowed to thaw gradual- 
ly over the following year; it devalued the 
Shekel by 20%, and then pegged it to the 
dollar. More than a year later, many of 
“the price controls have been removed, 
and the inflation rate is less than 2% a 
-month (about 20% a year). In July 1985, 
: prices had gone up by 28% (an annualised 
rate of 2,000%). There seem to be no 
shortages, and no other Latin American 
indications of repressed inflation. Unem- 
“ployment, at 73% of the labour force, is 
high by Israeli standards, but only a little 






















































Resistant to cuts 
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higher than in the summer of 1985. So the 
plan seems to have beaten inflation with- 
out a recession (see chart 4). 

For supporters and sceptics alike, the 
most surprising aspect of the plan is that it 
succeeded in cutting the budget deficit. 
That had begun to seem impossible. The 
deficit averaged 12% of GDP in the six 
months before the policy; since July 1985, 
it has been running at around 4% of GDP. 
Cuts in subsidies on food and transport, 
new taxes on foreign travel, cars and 
property worked the miracle. They were 
helped by the rise in the real value of 
taxes due to much lower inflation. 

Israel shared another piece of luck with 
the Latin American economies. As the 
dollar fell, taking the pegged shekel with 
it, it helped to keep Israeli companies 
competitive in their export markets. If 
not for that, Israel’s still-high rate of 
inflation (by the standards of the Europe- 
ans who buy its exports) would have 
forced a series of devaluations. That in 
turn might have sent the inflationary 
spiral spinning again. One risk to the anti- 
inflation programme is that this might still 
happen—once the dollar stops depreciat- 
ing against European currencies. 

The other danger is of declining com- 
petitiveness through rising labour costs. 
Real wages fell sharply in the first few 
months of the anti-inflation policy, but 
then began rising again. By this summer, 
they were higher than before the plan. 
That is probably too high. The earlier 
level of real wages had been falsely 
propped up by government subsidies— 
which spared consumers specific price 
rises, but built up the budget deficits that 
fuelled economy-wide inflation. If labour 
costs carry on rising, competitiveness will 
decline, and it will be ever harder for the 
government to resist inflationary devalua- 
tions of the shekel. 

Altogether, Israel’s anti-inflation pro- 
gramme seems to show that—for coun- 
tries with very high inflation rates—it can 
make sense to combine an incomes policy 
with necessary budget cuts. The result so 
far has been a smooth transition to lower 
inflation: Note that the deficit fell, and 
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inflation too, even though many influen- 
tial observers had aired their doubts be- 
forehand. This. makes the Israeli case 
especially sweet for the inertia theorists; 
it shows that an anti-inflation policy can 
work without a transformation in 
expectations. 





The smell of success 

Controversies in economics are hardly 
ever settled by facts, because of the old 
problem of controlled experiments. Test- 
ing the effect of a particular policy is hard 
when other things are changing too. The 
four anti-inflation programmes nonethe- 
less give some pointers. 

All four programmes have been suc- 
cesses of a kind, but the two most success- 
ful—the ones that have cut inflation most 
convincingly—are Israel’s and Bolivia’s. 
The first was heterodox, the second owed 
more to the rational expectations ap- 
proach. They had only two things in 
common. Both governments cut their 
budget deficits substantially. (In Brazil 
and Argentina, fiscal and/or monetary 
policy went astray.) Second, neither ini- 
tially bothered with the gimmickry of 
“monetary reform”, ie, cutting several 
zeros from the old currency.and then 
giving it a new name. (Brazil and Argenti- 
na did, and made a great fuss of it.) 

Israel. gives strong support for the het- 
erodox approach. Its inflation seems to 
have been cut (not repressed) without 
serious loss of output, even though expec- 
tations of budget cuts were weak. A 
change in inflation expectations must 
have happened—otherwise inflation 
would not have fallen painlessly—and the 
credit for that must go to the prices and 
incomes policy. Bolivia's success. on infla- 
tion is a bit less impressive. It happened 
alongside a collapse in the real economy, 
and it had the “advantage” of starting 
from an unsustainable point of true hy- 
perinflation. But the relative failures in 
Brazil and Argentina teach the most 
important lesson. Price. controls invite 
complacency. Tight monetary and. fiscal 
policies must: pnderpin any programme if 
itisto suogeed:. 








cation authorities were negotiating 

















ix trade unions and 104 local edu- 


‘this week over the future of teach- 
ers’ pay and conditions. But it was 
one man, the education secretary, 
Mr Kenneth Baker, who insisted 
on calling the tune. His package of 
a ‘further 16.4% pay rise over two 
years, in exchange for strict agree- 
“ments on teachers’ duties, must be 
-accepted or it would be imposed. 
~~ he’ said. The pretence of sensible 
bargaining between local employ- 
ers and unions, with the govern- 
ment approving the bill, was de- 
molished at a stroke. 
though Mr Baker likes to pre- 
nt himself as a paymaster, central 
vernment will in fact foot only 
£230m of the £550m cost of the pay 
offer next year—a slightly smaller 
proportion ‘than it normally pro- 
vides for local authority services. 
‘The rest will be charged to ratepay- 
e areas, notably- inner 
n, grant penalties- against 
high-spending local authorities will 
mean that the entire bill will go on 
the rates. But Whitehall can still call the 
tune by refusing to pay out any grant 
“except on its own terms; Mr Baker is 
ready to use that clout as part of a wider 
= campaign to reform the school system 
» according to his own preferences rather 
- than those of local councillors. The Con- 
_-Servatives have come a long way since the 
7970s when they demanded local autono- 
my in deciding whether or not to keep 
grammar schools. 
The package being pressed on schools 
by Mr Baker would give extra rewards to 
“better and- more senior teachers, and 
would lay down precise duties and re- 
_Sponsibilities ina new contract of employ- 
“ment. The present-system for negotiating 
teachers’ pay is to be scrapped and re- 
-- placed by a new committee—backed by 
_ -legislation—which will set pay and condi- 
-V tions at the same time. 
The teachers, indeed most of the em- 
_- plovers, were united in condemning Mr 
_ Baker's centralist cane-swishing—but less 
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Any boy not know how to spell “school finance”? 


so in-agreeing on alternatives. The teach- 
ers were divided over his wish to widen 
pay differentials. The two largest unions. 
the NUT and NAS/UWT, which represent 
the lower paid teachers, would like to 
narrow them. But the two headteachers’ 
unions have been unwilling to accept an 
offer from the employers which fails to 
créate extra incentives for senior teachers 
(Mr Baker would raise the salaries of the 
heads of the largest schools by more than 
£4,000, to £30,500). The NUT and the NAS; 
UWT were also split between themselves 
on the trade-off between extra pay and 
better conditions, Conservative and La- 
bour employers over how much could be 
afforded. 

All sides in the dispute agree on the 
need to specify more clearly what is 
expected of teachers. But the government 
puts the stress on defining duties in and 
out of class, while the teachers object to 
being told how to do-their jobs. They are 
seeking rather to limit class sizes and the 








extent to which they are expected 
cover for absent colleagues. 
This is not the simple issue of working 
conditions that it may appear. After 
years, of damaging strikes and restri 
practices, Mr Baker is keen to d 
teachers the opportunity of -disrup 
schools by opting out of extra duties 
‘as cover and lunchtime superv 
which are now voluntary. T 
unions want to hang on to th 
convenient weapons that -¢ 
their members to. strike ‘withow 
loss of pay. 
If both sides now: stick: to | 
guns, Mr Baker will not find it e 
to lay down the law. The 
started with the government ur 
teachers to adopt a more pro 
sional attitude to their dutic 
closely worded contract, forcib! 
imposed, could achieve exactly. 
reverse. Many teachers would re 
spond by refusing to go beye 
their formal duties, for example 
supervise theatre visits or s¢ 
trips. And if their pay and c 
tions were being laid down by Par 
liament they could become fa 
more politicised: _ negotiati 
might be replaced by political | 
bying and out-and-out strikes: 
The battle now is one of publi 
relations. Many people © woul 
blame further disruption om t 
teachers, but not all; while f 
parents, whomever they. blamed, woul 
thank the government for another w 
of classroom discontent. And it is 
government, not the teachers, that 
to be re-elected. 








Public spending 


You ain't seen 
nothing yet 


“Pre-election spending. spree”, claimec 
the headlines. “Prudence has been 

on holiday until the election’, said 
Tory MP. Not so, said Mr Nigel Lawso 
the chancellor of the exchequer, seekin 
to defend his autumn public spending 
statement. Ministers insist that this yea 
“star chamber” negotiations were as dif 
cult as ever. And that is a clue to 
truth. Mr Lawson did indeed incre; 
planned public spending for 1987-88. 








UK public expenditure 


hanges between old and new plans 






























































Education & science 
Social security 
_ Territorial departments 


£4.7 billion (or over 3%) to £148.6 bil- 
— lion. But that was not just because he was 
amelessly vote-buying: it was because 
had to—and even his high new figures 
may turn out to be lower than what really 
will be spent. 

What ibe bald figures (see table) do not 
show is how far the increases are in areas 
barely controlled by the government. For 
example, the figures for education, trans- 
port and the Home Office are little more 
than revised predictions of what local 
thorities will spend: the only new gov- 
ernment decision was to offer an extra 
£550m for a teachers’ pay deal. Similarly, 
the increased social-security budget sim- 
ply reflects a more realistic forecast of the 
number of people who will claim benefits. 
In one sense, Mr Lawson was indeed 
vote-buying: the government chose this 
year to meet these extra pressures by 
raising total spending, not by cutting back 
all other programmes. Yet in 1987-88 
planned spending on. defence, overseas 
aid, trade and industry and employment is 
_ below 1986-87 levels in real terms—which 
_ may have helped make the star chamber 
more acrimonious. The star chamber 
uld have looked for an offset to higher 
_ spending by raising electricity prices or 
water rates by more than inflation, but 
nched from that so close to a possible 
election. Instead, it substantially in- 
creased planned borrowing by nationa- 
lised industries (shown under energy in 
the table). 

inisters are now keener than before 
ake credit for higher spending, even if 
they are not responsible for it. Thus, 
environment ministers announced with 
pride a substantial rise for housing invest- 
ment, The small print showed that this is 
ntirely due to higher receipts from coun- 
eit house sales: local authorities which 
have not made such sales face a cut, not 
an increase, in their housing capital pro- 
grammes. The social-services secretary. 


































2:2% real increase in his hospital bud- 


ramme: What he did not point out was 
that this is no.more than the increase he 


‘got last year for the current year, 1986-87; 





Mr Norman: Fowler, similarly boasted of 


and that most + of it will go towar 
ing the full-year cost of last year’s nurses’ 
pay settlement. 

Three changes helped to keep down the 
rise in planned spending. First, the Trea- 
sury allocated to specific programmes £23 
billion of the planned £6 billion contin- 
gency reserve. Next, it increased planned 
proceeds from privatisation, albeit only 
by £250m a year. Candidates for early 
privatisation remain as before: British 
Gas, British Airways, the British Air- 
ports Authority and (after an election) 
the water authorities. A further sale of 
the government’s remaining BP shares 
could fill any gaps. The third change was 
a drop in forecast EEC contributions, 
which the Treasury blandly attributes to 
changes in the timing of Britain’s value- 
added tax payments and refunds. 

The markets’ reactions to the new 
spending figures could have been worse; 
Mr Lawson at least insisted that he would 
keep public borrowing to its old target of 
£7 billion. By fixing both spending and 
borrowing limits in advance, he has re- 
duced the scope for tax cuts in the spring 
budget. Even so, the chancellor will prob- 
ably do his best to knock 1p—or even 
2p—off the present 29p basic rate of 
income tax. 

This could provide an unintentionally 
large boost to demand, because the new 
and higher spending figures for 1987-88 
may well be overshot. Mr Lawson admit- 
ted that his 1986-87 targets will probably 
be exceeded by £1} billion, mostly be- 
cause of higher spending by local authori- 
ties. The Labour-controlled ones may 
well manage to repeat their overspend 
next year, despite the environment de- 


get, the biggest chunk of the health pro- 


‘More for housing, supposedly 





p i č 
grant-tapering anc r e-capping. Asa 
looming over everything is public-sector 
pay, which accounts for around half of all 
public spending. 

The government no longer makes an 
explicit assumption in its spending pro- 
grammes about public servants’ pay. But, 
implicitly, there is little scope in most 
programmes for pay rises above 33%. 

University lecturers are following 
teachers in demanding a generous pay 
“restructuring”; will nurses, civil servants 
and local-authority employees really be 
more restrained in a possible election 
year? If not, the £3} billion reserve for 
1987-88 could soon start to look uncom- 
fortably small. Indeed, some MPs foresee 
a re-run of 1983: an early election, soon 
followed by an emergency package of 
spending cuts to keep within plans.” 


Northern Ireland 
Paisley will fight 


Ulster loves anniversaries. November 
16th is ringed in its calendar as the date of 
the signing of the Anglo-Irish agreement 
last year. The Unionist community in- 
tends to mark the day with protests 
which, it hopes, will make quite clear to 
London that time has not softened Prot- 
estant anger at the decision to give the 
Irish Republic a say in Northern Ireland’s > 
affairs. Publicly and bitterly divided on 
tactics, Unionists are all the more aware 
of the need to show they are nonetheless 
united in hostility to the agreement. 

“So it’s still no” say posters on the 
walls, Torchlight rallies are being held in 
small towns. The two main political par- 
ties, the moderate Official Unionists and 
the more extreme Democratic Unionists, 
have asked for 200,000 people to turn up 
to demonstrate their anger at.an open-air 
meeting in Belfast on` Saturday 
afternoon. fi 

They have been invited to do so peace- 
ably. Buta ceremony behind closed doors 
in Belfast last Monday night showed the 
other face of Unionist opposition—and 
the one which might dominate the anni- 
versary. Before an invited audience in the 
Ulster Hall, uniformed men paraded the 
banners of-a new force, Ulster Resis- 
tance, on a platform graced by the leader 
of the DUP, the aging but still formidable 
demagogue Mr Ian Paisley. Mr. Paisley 
told his audience of 2,000 men (dressed, 
as. the invitation had specified, in their 
Sunday best) that since political argument 


-and other forms of peaceful protest had 


not made Mrs Thatcher scrap the agree- 
ment, it was time to take other-action. 
Some of them, he added in his funereal 
bass, would not see the end of the cam-. 
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and Paisley prepare to resist 


paign. They should fight until they had 
smashed the forces of “militant national- 
ism”—a phrase used by extreme Union- 
ists to suggest the entire Catholic popula- 
tion. Then the audience was asked to sign 
a pledge to use “all means necessary to 
destroy the agreement”. 

Quite what those means will be may 
become clearer over the coming weeks. 
Unionists argue that they have already 
shown their hostility through the ballot 
box and Westminster, and been ignored. 
But the means by which the Sunningdale 
agreement was destroyed in 1974—a 
widespread strike by Protestant work- 
ers—is almost certainly now ruled out: 
high unemployment has made many 
workers nervous of jeopardising their 
iobs. As for violence, Loyalist gunmen 

ave already killed a dozen Catholics and 
_ &trol-bombed some 300 isolated Catho- 
lic homes since last November. Yet even 
that level of violence was less than some 
people had feared. 

That could eventually change. Sitting 
beside Mr Paisley on Monday was his 
deputy, 37-year-old Mr Peter Robinson, 
a man whose steely self-assurance alarms 
many people more than his leader's blus- 
ter does. Mr Robinson has been building 
his position in the party by constructing 
links with Loyalist paramilitaries, the le- 
gal Ulster Defence Association and the 
illegal Ulster Volunteer Force. Catholics 
in rural areas have nervously watched the 
spread of “Ulster clubs”, whose members 
are often young Protestant toughs and 
whose leader, Mr Alan Wright, much 
admires Mr Robinson. Some of the clubs 
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will back Mr Paisley’s new movement. 

Many of those at Monday’s meeting 
were men of a sort that have not been 
seen at such rallies since the early 1970s, 
when the suspension of the Stormont 
parliament brought Protestants onto the 
streets in huge numbers. They were rural, 
respectable, middle-aged. That they 
should now demonstrate publicly must 
worry the London government. 

Mr Paisley’s model army is consciously 
designed along the lines of Carson’s origi- 
nal Ulster Volunteer Force, whose dis- 
plays of strength in 1912 kept all Ireland, 
temporarily, within the United Kingdom. 
Carson never had to fight. Mr Paisley’s 
followers, too, will concentrate for the 
moment on massing and marching. They 
believe that the threat of Unionist force 
has already been enough to halt progress 
on the implementation of the Anglo-Irish 
agreement. But it would be naive to think 
that the threat is all they are prepared to 
use. 


The Queen’s speech 
Limbering up 


The general election work-out has begun. 
The Queen’s speech on Wednesday, 
which spelt out the new legislative pro- 
gramme, was suitably devoid of contro- 
versy and conveniently short: not neces- 
sarily a pointer to an early general 
election, but leaving that option open. If 
the prime minister wants to go to the 
country in the spring or summer, she can 


BRITAIN 


do so without having to drop long and 
complicated bills. And her MPs meantime 
can devote more energy to their constitu- 
encies than to the House. 

The debate on the speech gave a fore- 
taste of the likely spirit of what could be 
the last session before the election. Mr 
Neil Kinnock dismissed the contents of 
the speech in a few sentences, only to 
launch into a vigorous onslaught on the 
government's handling of the economy. 
Mrs Thatcher dwelt a little on her plans 
for rate reform, teachers’ pay and law and 
order, but still spent most of her time 
attacking Mr Kinnock, with a devastating 
assault on Labour’s unilateralist nuclear 
defence policy—a line which is certain to 
become a main theme of the next election 
campaign. 

For the record, the government plans 
in this session to introduce new legislation 
on: 


© Criminal justice: to confiscate the pro- ` 


ceeds of serious crimes, prevent defen- 
dants from challenging members of juries 
without good reason, compensate the 
victims of crime and allow children to give 
evidence on video about violent or sexual 
assault. 
© Scottish rate reform: the Scots will be 
the guinea-pigs for the proposed nation- 
wide switch from domestic rates to a 
“community charge” paid by all adults. 
@ Education: new arrangements will be 
introduced for settling teachers’ pay and 
duties. 
@ Local authorities will be compelled to 
put work out to competitive tender, but 
will not be allowed (see page 74) to 
blackball tendering firms for political rea- 
sons. And woe betide any who spend 
ratepayers’ money on political 
propaganda. 
@ Coal: more money for the ailing indus- 
try and recognition for the breakaway 
miners’ union, the Union of Democratic 
Mineworkers. 
@ Safety at sports grounds: stricter con- 
trols following the deadly fire at Bradford 
football ground. 
@ Consumer protection: redress for con- 
sumers against manufacturers of harmful 
goods and protection against misleading 
“cut-price” offers. 
@ Banking supervision: the creation of a 
regulatory framework for the banks now 
that Big Bang has hit the City. 
@ Family law: reform to give more rights 
to illegitimate children and their fathers. 
@ Private tenants in blocks of flats will 
have more power against landlords who 
refuse to maintain their property 
properly. 
@ Conservation and management of the 
Norfolk and Suffolk broads. 

There are some gaps, though. The 
green lobby has been pleading for a legal 
right of access to all common land. No 
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Only just in time 


Though the Queen's speech officially 
marked the start of the new session of 
Parliament, neither Commons nor Lords 
came back to work this week bright-eyed 
and refreshed after their summer holi- 
days, For MPs, term started three weeks 
ago. The Lords have been beavering 
away for a fortnight longer. 

There was so much overspill legisla- 
tion from the previous session that the 


Lords were still sitting after 10pm almost 
every night for their first three weeks. 
The work was—just—finished in time, 
but 12 bills won the Royal Assent only 
on the last day of the year-long session. 
Here were some: 

@ Financial Services Act: the most com- 


plex, muddled and _heavily-amended 
piece of legislation in the past session, 
designed to protect Aunt Agatha and 
other innocent investors in the big- 
banged City of London. Will start by 
clamping down on insider share-dealings 
and opening up communication between 
regulators in Britain and abroad. Next 
step: to transfer regulatory powers to the 


sign of that yet. Nor of the reform of 
copyright law—a bill that would have 
stuck a levy on the purchase of blank 
tapes. Why offend millions of young 
music-lovers to please the record indus- 
try? And not a mention of AIDs. 


AIDS 
The panic spreads 


Slowly, slowly, the government is waking 
up—or at least says it is—to the extent of 
the threat of AIDS. A new cabinet com- 
mittee chaired by the lord president, Lord 
Whitelaw, has been set up. Immediately 
after its first meeting on November 11th, 
the social-services secretary, Mr Norman 
Fowler, staged a dramatic press confer- 
ence on the steps of No 10 Downing 
Street to announce a nationwide leaflet 
drop and a television advertising cam- 
paign. He was rewarded next day with a 
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Securities and Investments Board, which 
will police the City. 

@ Housing and Planning Act: widens 
Whitehall’s power to intervene and 
spend in inner cities, and offers even 
higher discounts to council tenants who 
want to buy their flats. To get it through, 
the government had to accept one Lords 
amendment: denying old people the 
right to buy their special council flats. 

@ NHs (Amendment) Act: the worst news 
for cockroaches this year. Britain’s hos- 
pitals can now be prosecuted for dirty 
kitchens or (again, thank the Lords, not 
the government) if they breach the 
health-and-safety-at-work legislation. 
Also threatens red tape to stop budding 
NHS pharmacists setting up shop. 

@ Public Order Act: hippies, beware. 
Police can now order two or more tres- 
passers to leave land, if they still intend 
to reside there after the owner has asked 
them to leave. But first they must dam- 
age the land, insult the owner or bring in 
12 or more vehicles. The act also creates 
the offence of disorderly conduct; makes 


stream of newspaper headlines. 

The reality is that government policy 
has changed only a little. For more than a 
year there has been a ministerial group 
co-ordinating actions against AIDS—but 
chaired by the health minister not the lord 
president. The new committee has simply 
superseded the old one. The govern- 
ment’s publicity campaign is also a year 
old, though it will now cost £10m instead 
of the planned £24m. Both television 
advertising and a leaflet drop were al- 
ready on the agenda. Free condoms and 
(for drug addicts) syringes were already 
being considered. 

Still, this is better than nothing—and 
not before time. A new study published 
in The Lancet suggests that Britain will 
have had 3,000 full cases by the end of 
1988, compared with 550 today. As many 
as 40,000 Britons may already be carry- 
ing the AIDS virus, and some people 
believe that this number could rise to Im 
by 1990. 

With no cure for the disease in sight, 
the best way to stop AIDS spreading is to 
persuade people to change their sexual 
behaviour. That may be more difficult 
with heterosexuals than it has been with 
homosexuals. The latter have been aware 
of the danger of AIDS for some time, and 
there is considerable evidence that they 
have changed their lifestyles as a result. 
Most promiscuous heterosexuals still do 
not understand how easily they could 
contract AIDS. They should be a main 
target of the forthcoming leaflet “AIDS: 
don’t die of ignorance” and of the televi- 
sion advertising. Nor should ministers 


demonstrations harder to organise; 
strengthens the law on incitement to racial 
hatred; and allows courts to instruct 
football hooligans not to go to matches. 
@ Education Act: abolishes corporal 
punishment in state schools from Sep- 
tember 1987. It gives parents equal say 
with local authorities on governing bod- 
ies, and governors the right to decide 
how much sex education is provided. 
Teachers’ performance will be more 
strictly appraised, and universities will 
be required to protect visiting speakers 
from student hoodlums. 

@ Family Law Act: saves children from 
being used as a shuttlecock between 
estranged parents, and closes loopholes 
that allow parents to kidnap a child and 
keep it out of the reaches of the courts. 
@ Sex Discrimination Act: allows women 
to retire at the same age as men and to 
work night shifts without special dispen- 
sation from Whitehall. The law now 
applies even to tiny firms. 

@ European Communities (Amendment) 
Act: gives the European Parliament 
more power and moves toward qualified 
majority voting in the Council of 
Ministers. 





shrink from explicit language. Rumour 
has it that some of the newspaper adver- 
tisements published earlier this year were 
toned down at the prime minister’s be- 
hest, and she is said to have opposed a 
leaflet drop for fear of offending Tory 
lady voters. 

Opposition spokesmen say, as usual, 
that the government is spending too little, 
too late on the fight against AIDS. Al- 
though Mr Fowler has not yet specifically 
allocated any of the cash he won from the 
Treasury in the public-spending round to 
deal with AIDS, he will almost certainly 
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have to do so. Hard-pressed health au- 
thorities in London, where most of the 
cases have arisen, will be looking for 
more money to help with treatment costs; 
and television advertising does not come 
cheap, — 





. B isiness and universities 
_ Brain gain 


Each year Britain’s universities spend 
about £2 billion and turn out 76,000 
graduates. Of these, 33,000 have studied 
-< vocational subjects such as science, engi- 
- neering, technology or management. Yet 
-unease persists that somehow British in- 
-dustry fails to capitalise on the treasures 
of scientific knowledge that lie buried on 
campuses. Government tightens the fi- 
nancial squeeze on universities and hopes 
that somehow the private sector will plug 
the gap: the theory is that this should not 
only save public money, but make univer- 

‘ty research more “relevant”; to the 

eeds of industry, that is. 

` Big British companies think otherwise. 

They reckon it is unrealistic to expect the 
private sector to put up enough money to 
replace what is no longer forthcoming 
from government, either through the 
“Uni ersity Grants Committee (which 
salaries and overheads) or the re- 
arch councils (which finance specific 
research work). Last week crs chair- 
man, Sir John Harvey-Jones, accused 
politicians of “living in dreamland” if 
they thought that would happen. 

In the main, -British industry wants 
< universities to carry on developing new 
-= scientific knowledge and turning out well- 

trained minds, rather than being forced to 

become academic annexes to corporate 
research labs. For their part, the universi- 
ties fear that the more money they. get 
- from industry the less they will get from 
aS government. That has been the fate of 
-ilford University, in Lancashire, which 
-oneered industry links and financing. 
only to have the state tourniquet tight- 
ened to the point where it has to charge 
. high fees for its services to industry. 
--. Yet industry and universities are grow- 
ing closer in down-to-earth ways, partly 
_ spurred by the government's tight-fisted- 
- ness. In 1981-82, companies spent £26m 
on ‘university research. By 1984-85 that 
_ had grown to £47m. The 1985-86 figure 
_- looks like turning out around £70m, and 
_ the current year is expected to see anoth- 
er 50% rise to about £100m. 
There is more to this new togetherness 
than money. The universities are now 
hustling companies for business. At the 
Techmart (new technology) exhibition at 





























he National Exhibition Centre near Bir- 
hingham this week, 33 universities have 








Poor millionaires 


Tilling the land still brings a rosy glow to 
farmers’ cheeks, but it no longer has 
such a healthy effect on their bank 
balances. Since the early 1970s, the in- 
come of Britain's farm sector has halved 
and its bank debts have doubled in real 
terms. At the same time, the value of the 
farmers’ assets has shrunk because the 
real price of land (which is a third of their 
total assets) has halved since 1979. 

Even so, much of the complaining by 
farmers about their financial plight needs 
to be taken with a pinch of salt. A study 
by Mr Christopher Johnson of Lloyds 
Bank suggests that although the financial 
state of the farming industry has deterio- 
rated sharply during the past decade, its 
balance sheet today would still be the 
envy of many industrial companies. 

Farmers’ total debts could reach £8.5 
billion this year. Much of this debt was 
taken on when the price of land, a 
substantial ‘part of the collateral for 
loans, was much higher. So, as land 
prices have tumbled, farmers’ debt-asset 
ratio has soared from 8.5% in 1979 to an 
estimated 18.5% this year (see chart). If 
the value of farm houses is included 
though, the present ratio drops to 15%. 

Inevitably, the number of individual 
farmers in real debt trouble has risen. 
But by industrial standards a debt-asset 
ratio of 15% is fairly modest. The typical 
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been showing off what they can offer and 
the ways they are prepared to link with 
industry. No university today seems to be 
without an industrial liaison officer. 
There are now 26 campus science parks 
around Britain, housing 380 companies. 
This increasing supply means that com- 
panies face a buyer’s market for fairly 
ordinary research not needing rare talent. 
But the universities are not a pushover. 
Some, such as Manchester, have formed 
their own companies to handle licensing 
of patents and to nurture small businesses 
based on ideas developed in their labs. 
Nor are universities always ready to sell 
their intellectual property to the first 
buyer who comes along. Manchester is 
sitting on a valuable innovation that can 














debt-asset ratio of a non-financial com- 
pany in Britain or America might be 40- 
50%. From a traditional banker's poin 
of view, lending money to a farmer. 
might seem a safe bet. l 
But that is too simple. Farmers may, 
and many do, have comfortable debt- 
asset ratios but still find it hard to service : 
their debts. Although the value of their 
assets puts many farmers into the mik- 
lionaire’s club, the return on these assets. 
is relatively low: farmers’ income as ao 
percentage of net assets has fallen from 
6% in 1976 to 24-44% in the 1980s. So 
though debt-asset ratios are much lower 
in farming than in industry, income gear- 
ing (interest payments as a percentage of 
income) is now higher, having risen from 
9% .in:1976 to a peak of 31% Jast year, o 
The best that farmers can hope for in 
the immediate future would be a devalu-. 
ation of the “green pound”’—the special 
rate used by the EEC for agriculture. The 
recent fall in the pound: against continen- 
tal European currencies has ‘not inm. 
creased Britain's farm prices because the 
effect is. nullified by large» negative 
“monetary compensatory amounts”, 
which effectively tax food exports and 
subsidise imports. If the green pound .. 
were brought in line with the real one, | 
farmers would get a 25% rise in their 
prices overnight. 


1:5 Land prices and farm income 
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detect the Aids virus rather well; but the 
university will not license its idea until it 
has an idea how much money the buye 
will make out of it, so that it can pitch for 
a good price. 

Although most of the research fi nanced 
by big industrial companies is long-term, | 
ICL is in addition now using Manchester's 
chemistry department to speed up-it 
search for products using liquid crystals to 
sell to the electronics industry. It is look- 
ing for fast results, not blue-sky research. 

For a long time companies have fi- 
nanced chairs or paid for fancy buildings 
out of a vague sense of corporate civic 
responsibility. Now they are getting more 
practical in their links. Plessey wanted a 
supply of graduates who would be equally 
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at home designing computers and pro- 
-gramming them. So it paid for a new lab 
¿atthe University of Manchester Institute 
of Science and Technology. Plessey’s sci- 
-entists helped design the curriculum; 
-soon other firms joined in supporting the 
new course, which has been swamped 
-With applicants. 


Contract compliance 
Back to business 


Does your company help to make nuclear 
bombs, or have associates in South Afri- 
ca? Does it give money to political par- 
ties? Are its directors freemasons? Did its 
rivers cross picket lines during the min- 
rs’ strike? 

< Firms that make tenders to Labour- 
ontrolied councils are apt to be asked 
these questions. Not for much longer. 
‘The government has promised to stop 
local.councils writing political conditions 
into their contracts with businesses. Part 
of a new law to enforce competitive 
tendering will lay down what can and 
cannot go into a council contract. 

- At the moment, councils seem to be 
‘airly free to impose what rules they like. 
Businessmen who refuse to answer the 
‘questions risk losing the work. So they 





Bogged down 


The deregulators went over the top one 
dawn last winter. Down came a barrage 
of outrage. The minister retreated, ac- 
cepting promotion to another front. Now 
one of the few deregulatory salients still 
in his successor’s hands is under fierce 
attack. Thatcherism meets its Somme? 

The centre of this cautionary tale is a 
piece of town-and-country planning law: 
the “use classes order”, a modest name 
that conceals a thicket-of barbed wire for 
businessmen. It categorises the various 
ways a building can be .used—house. 
shop, office, factory and so on. Within a 
given. class, the use of premises can 
change freely (shoe-shop to record-shop, 
say); but. change from one class to anoth- 
er (shop to office) requires planning 
permission. Every week. some 5,000 
property-users attempt to struggle their 
way through this entanglement—and of- 
ten painful, sometimes futile, always 

* time-wasting, they find it. 

Should they have to struggle?, asked 
‘Mr. Kenneth Baker, the environment 
secretary of the day. Was all this obstruc- 
tion to the birth, growth and change of 
business really necessary? No, said a 
group of (carefully chosen) advisers. Let 
a house provide office space for up to 
five people without anybody's say-so. 
Let the Abbey National take over the 
corner. greengrocer’s: shop if it chooses: 


tary; and the CBI has held a brisk and. 


unanimous debate on the subject.. The 
businessmen say that only commercial 
considerations should count when coun- 
cils choose contractors. 

But where should the line be drawn? 
Some councils, for instance, seek to pro- 
mote equal opportunities by giving con- 
tracts only to firms that comply with a 
code of practice. What about the require- 
ment—in law, though widely ignored— 
that firms with more than 20 employees 
must include at least 3% of registered 
disabled among them? Will Mr Ridley 
ban efforts to enforce things like this? 

He would find it embarassing, for the 
government has long been guilty of the 


same sin. It considers several non-com-> 


mercial factors. Since 1969, government 
contracts have contained race-relations 
clauses. Local authorities argue that they 
are required by law to promote equal 
opportunities for people of different 
races. The Equal Opportunities Commis- 
sion wants to extend this obligation, to 
help women too. 

Evidence from America suggests that 
contract compliance is a successful way of 
making equal-opportunity law bite. In 
America, 80% of manufacturing jobs and 


Abolish the distinctions—meaningless to 
some high-tech companies, maddening 
to developers building for them—be- 
tween offices and light industry. 

Over the top this was indeed, to de- 





fenders of the status quo. Urban conser- 
vationists lamented that the already 
shrunken residential space of the inner 
cities would be quietly converted into 
offices. Retailers saw they would ‘lose 
their last defence against the takeover of 
the high street by well-heeled banks and 
building societies. The environment de- 
partment, never wild with enthusiasm 
for Mr Baker's outside advisers. reeled 
under the counter-attack and gave way. 
With Mr Baker conveniently posted off 
to education, and his successor, Mr 





hat to his head and soldier on. 


id communication: 

jobs are: rms that do some work for 
the federal government: -A study found 
that between 1974 and 1980, firms subject 
to contract compliance increased their 
black workforce by 20%; in other firms, 
the increase was only 12%. And the 
proportion of women employed also rose 
significantly. 

In Britain, the policy is carried out 
most systematically at the Inner London 
Education Authority. Mr John Carr, the 
chairman of the committee in charge, says 
that the aim is not (as some firms fear it 
is) to strike names off the list of permitted 
tenderers..No firm:has yet been removed, 
he says; 34 have merely ruled themselves 
out by refusing to answer a questionnaire. 
All the authority wants is evidence that 
firms are complying with codes of practice 
that seek toimplement the law. 0 

What Mr Ridley intends to do is not yet. 
clear—even to his officials. He has said 
that the legislation would not stop “rea- 
sonable actions” (which includes condi- 
tions not only about race but about em 
ploying quotas of local people—a loca’ 
protectionism which firms. working: far. 
from big-spending authorities find. far 
from. reasonable). But’ Mr Ridley: also 
complains that ‘some councils want to 
“impose their own social policies on 
firms” —and this he promises to stamp out. 


Nicholas Ridley, ‘barely in office, the 
department sounded the retreat: no qui- 
et conversion of houses into offices; a 
new “financial and professional ser- 
vices” class, distinct from ‘shops, to keep 
the banks and building societies and 
estate agents in their proper (ie, non- 
competing) place; various other minor, 
sometimes wise, withdrawals—churches 
for instance, not to be lumped in with 
discos.and skating rinks., 

Yet one advance was maintained: a 
new “business” class, to include offices, 
laboratories, studios and light industry 
generally (which is defined as the sort of 
industry you’ could live next door to 
without being bothered). But now this is 
under: heavy fire from the Royal Town 
Planning Institute. The institute has 
three objections: 

@ The flexibility convenient to the user 
of a building may be just the opposite to 
his neighbours. Suppose the office block 
next to yours becomes a pop studió? 

@ Offices generate car traffic and park- 
ing, light industry generates. vans and 
trucks. The road needs of the two are 
different. si fd 

@ In cities, London notably, light indus- 
try would be displaced by office use. So 
blue-collar employment would no longer 
be available: ee ree ; 

All of which is true, to the point—and 
typical of the arguments used against any 
change. Mr Ridley should clamp his tin 








| Switzerland agreed to consider 
| paying compensation for damage 
| from the 40-mile stream of poisonous 


A chemicals washed down the Rhine 
| aferan 


ouse belonging to 
ught fire. 


fitachi resolved their four- 
dispute over stolen ipa software. 
wo are back on good terms. 


senior director of Morgan 
renfell, a British merchant bank, 
_ resigned after breaking its rules on 
: ‘personal share dealing. 


| West German banks obliged trade 

| unions to buy back the Neue Heimat 
|. property business. The unions had 
| sold it to a Berlin baker for DM1. 


-| The Malaysian government admitted 
it lost $253m when it tried in 1981-82 


|. to push up the price of tin on the 
|, London Metal Exchange. 


_ Eec development ministers agreed to 

reduce the dairy surplus by 10% and 
o make changes in the Community's 
food aid effort. 


- The European integrated steel 
|. producers’ body offered to cut its 
|. expected capacity by more than half 


| before the end of 1990, in a bid to 


_ keep EEC production quotas. 


| McDonald's is to move into Eastern 
Europe next year with joint ventures 
for five hamburger joints in Hungary, 
to be followed by five in Yugoslavia. 


Condom makers’ share prices in: 
Dec 31 1985=100 


America 


Carter- 
Wallace 


London 


London International 





1986 
Source: Datastream 
American sales of condoms have 
risen strongly since doctors urged 
their use as protection against AIDS. 
This has helped spur buying of the 
shares of the market leaders: Carter- 
Wallace in America and London 
International in Britain. 


Bet Shemesh Engines, Israel's 
only aero-engine repair and 
manufacturing company, went into 
receivership. 


China says:the mF has decided to 
grant it a $600m loan. The country 
faces short-term balance of 
payments difficulties. 


Ford Motor is closing its only 
American tractor plant and moving 
production to Europe. 


EEK 


Britoil wants to sell the American oil 
and gas assets it has acquired in the 
past three years, although it says 
they are still generating a positive 
cash flow. 


About one in ten American banks ‘are _ 


: on the problem list, the Federal 


Deposit Insurance Corporation said, 
adding that it expects about 150. 
banks to fail this year. 


Nomura, Japan's biggest broker, 
replaced its top two New York 
executives, only days after lead- 
managing a domestic American 
bond, a first for a non-American 
broker, i 
Newspaper magnate Rupert 
Murdoch made a big move into Asia. 
by buying a 34.9% share in. 
Hongkong’s South China Morning 
Post. He paid $105m. 


The Belgian cabinet approved tax 
measures to encourage private 
investment and make more risk 
capital available. 


Richard Darman of the United E 
States Treasury said big American 
corporations tended to be “bloated, 
risk-averse, inefficient and 
unimaginative’. Many American : 
bosses agreed, but thought he meant 
companies other than thèir own. 8 
intents amine ia) 5 
Economic and financial indicators 
are on pages 115-116. 





| Corporate scorecard 
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Biogen 
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The British microcomputer firm said. it shifted into profit by : 
concentrating on fewer and more expensive models. 

me biotechnology firm may sell its Geneva operations to stem its: 
losses. 


Rationalisation and a weak dollar helped the state-owned group — 
recover further, but it faces competition from subsidised imports.. 


The British supermarket chain attributed its pre-tax profits growth 
to greater productivity and unexpectedly strong sales, é 


Sales dipped but profit margins widened in most of the Angio- 
Dutch group's business. 


The West German car firm blamed Brazilian price controls, 
economic conditions in Mexico and the dollar's decline for-its 
lower profits. 


The British pharmaceutical group stands to benefit from AZT, its 
promising anti-AIDS drug which could go on sale soon. 
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pended. H= Half-year ended. () Loss. “Converted at average exchange rates. “Based on local currency figures. tf = Pretax profit. ¢ = increased loss. N = nine months ende 
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WORLD BUSINESS 





The Bunch is dead; long live 


the pack 





Mr Lee Machen, a software engineer 
from Atlanta, has just won $5,000 for 
Suggesting a new name for Burroughs and 
Sperry, the two American computer gi- 
ants that merged. in May. Unisys, Mr 


Machen’s unlyrical choice, formally 
marks the end of the Bunch, the acronym 
for the five computer makers that strug- 
gled to compete across the board with 
mighty 18M—Burroughs, Univac (the 
name of an early Sperry computer), NCR, 
Control Data and Honeywell. But don’t 
waste time looking for a new acronym for 
~ “BM’s rivals. The Bunch is now a pack. 

Unisys’s annual revenues of over $10 
billion make it the world’s second-largest 
computer company after IBM, whose rev- 
enues are five times as large. The compa- 
ny is gung-ho about the merger. It puts 
cost savings above the $150m a year 
originally forecast and says the sale of 
assets worth $1.5 billion that are not 
essential to the core business will be 
completed before the target date of De- 
cember 1987. 

But Sperry and Burroughs computers 
will continue to talk different languages 
and operate on different systems. Mr 
Michael Blumenthal, Unisys’s chairman 
and a former secretary of the United 
States Treasury, has pledged that both 
systems “will be continued in perpetu- 
ity”. That means different product lines 
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and limits to economies of scale. But if 
one system were discontinued, too many 
customers would defect. 

Some other members of the Bunch 
have seen their positions in the computer 
league usurped (see table). Instead of 
trying to do everything that IBM can do, 
they have aimed to shine in parts of the 
computer business, NCR has gone after 
selected markets; Honeywell has concen- 
trated on control systems; and Control 
Data has pushed services and peripheral 
products. But Control Data, the most 
dependent of the three on the computer 
business, still lost $567m last year. 

Non-Bunch companies have generally 
done better attacking markets where IBM 
has appeared weak. Wang had early suc- 
cesses in word-processing: Apple lately in 
desk-top publishing. Hewlett-Packard 
and Digital (DEC) have put minicomput- 
ers into companies which once would 
have used mainframes. Next year, DEC 
could overtake Unisys in the league table 
to regain its number two position. Taking 
sections of IBM’s market and making 
clones, which are cheaper and more pow- 
erful than IBM’s own machines, has 
turned into a business all of its own. 

The slump in the computer market has 
helped force the pace of cutbacks, merg- 
ers and partnerships. Spotting who's talk- 
ing to whom is now the industry's sport. 


Honeywell wants to link with Japan’s NEC 
and France's Bull. Different technologies 
are less of a problem for them than for 
Unisys. NEC got into the computer busi- 
ness with the help of a technology-ex- 
change agreement with Honeywell more 
than 20 years ago and now manufactures 
computers for the American company. 
Bull was originally a joint venture with 
Honeywell until Bull was nationalised by 
the French government in 1982. 

Two West German companies, Sie- 
mens and BASF, are merging their IBM- 
compatible computer businesses. On Jan- 
uary Ist, an as-yet-unnamed company 
will begin to distribute machines previ- 
ously made for Siemens and BASF by 
Japan’s Hitachi and Fujitsu. Other Euro- 
pean companies are scouting about. ICL, 
the largest British-owned computer com- 
pany, is looking for partners as an alter- 
native to mergers. So is Italy's Olivetti, 
which already has links with America’s 
AT&T and Japan's Toshiba. 

The dividing line between different 
parts of the computer market is becoming 
blurred. Minicomputers are getting pow- 
erful enough to replace mainframes, and 
new chips are leading to a new generation 
of personal computers whose perfor- 
mance rivals minicomputers’. Their extra 
power will be used to plug together com- 
puters which previously refused to talk to 
each other. That means users will increas- 
ingly shop around for bits of their sys- 
tems, rather than rely on one supplier 
which claims it can do everything. Smaller 
companies that once survived in a restrict- 
ed market niche will then be able to stray 
further into the big firms’ traditional 
territory. They will also get bolder— 
Compaq Computer has confidently 
launched a next-generation personal 
computer before IBM has shown its hand. 


Top computer companies, 1985 
Computer-related As % of total 


revenue revenue 
$bn 

IBM 48.6 97.0 
Unisys 9.4 89.4 
DEC 7.0 100.0 
ee 43 65.7 
NCR 3.9 90.0 
NEC 3.8 38.0 
Control Data 3.7 100.0 
Hewlett-Packard 3.7 56.5 
Siemens 3.3 17.6 
Hitachi 29 13.8 
Olivetti 2.5 82.0 
Wang 

Laboratories 24 100.0 
Source: Datamation 
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Two young companies are turning up the 
heat in the fiercely competitive | apd 
computer market. California's Chips and 
Technologies offers the semiconductors 
needed to make _personal-computer 
products that work like IBM's, but faster 
and cheaper. Phoenix Software sells the 
software and design needed to put these 
chips to work. Between them, the two 
have made it easy for anybody with a 
bright idea and good marketing skills to 
jump into the huge market for IBM- 
compatible pcs. Now they are trying to 
go one better than IBM on technology as 
well as price. 


are family-- 44 





Cheaper, quicker 1BM-compatible per- 
sonal computers have cut IBM’s share of 
the Pc market from one-half to less than 
one-third. Sales are booming for the 
firms which supply the “clone” makers’ 
raw materials. In its first financial year 
(to June 30 1986), Chips and Technol- 
ogies made net profits of $1.5m on sales 
of $12.7m. In this financial year, analysts 
expect sales and profits to grow more 
than fourfold. 

Nearly 90% of the 1986 sales of Chips 
and Technologies came from a single 
product: a set of chips that replicates the 
function of 1BM’s “Enhanced Graphics 
Adaptor” (ie, the part that draws pic- 
tures on a video screen), but with half 
the components. Phoenix is more diver- 
sified, but the key to its future growth 
could prove to be a software product 

_ known as an IBM-compatible BIOS. 
The Bios mediates between the hard- 


IBM, whose third-quarter pre-tax prof- 


its were 27% down on a year earlier, 


has already begun to do what its rivals 
are doing: cut costs, market more com- 
batively and find partners. It is closing 
one of its two main parts distribution 
centres in America. In October, it 


agreed to swap technology with Intel, 
-= an American chip maker. It is seeking a 


stronger marketing force, aimed partic- 
ularly at winning orders from big com- 
panies. IBM’s new products next year 
will include an already-announced new 
minicomputer and its answer to the 
next generation of personal computers. 
“Big Blue” saw off the Bunch. Can it 
now shake off the pack? 
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‘Who will copy the copy-cats? 





NEW YORK 


ware and the software that does useful 
work. Word processors, for example, 
use the BIOs to display characters on the 
screen. Duplicating the functions of the 
IBM PC’s BIOS without violating IBM's 
copyright is one of the trickier tasks in 
building an IBM-compatible personal 
computer. Instead of struggling to do it, 
companies can use Phoenix’s BIOS for 
royalties of as little as $20,000. 

The combination of hardware from 
Chips and Technologies and software 
from Phoenix has already found some 
influential customers. Japan’s NEC, the 
world’s leading chip maker and Japan’s 

rincipal maker of personal computers, 
is using these products to build its latest, 
and so far most successful, entry into 
America’s personal-computer market— 
a rival to IBM’s more powerful personal 
computer, the PC AT. Although Chips 
and Technologies does not yet make a 
set of chips comparable to those used in 
the standard IBM PC, Phoenix's PC BIOS is 
used in more than Im Pcs, including 
those made by AT&T, Tandy, Commo- 
dore, Siemens and Leading Edge. 

The most intriguing product in the 
catalogues of both Phoenix and Chips 
and Technologies is a BIOS and chip set 
which includes Intel’s 80386 micro- 
processor. The 80386 packs the power of 
a small mainframe on to a desktop. IBM 
has not yet introduced a computer built 
round the 80386 chip. But at the recent 
computer trade show in Las Vegas, three 
companies released _1BM-compatible 
80386 machines using Chips and Tech- 
nologies’ chip set: PCs Limited, Futures 
Limited and rrr. 

Phoenix and Chips and Technologies 
reckon their products will help spur a 
new bout of pC competition as companies 
use the spare capacity created by the 
power of the 80386 chip to do new things 
without sacrificing their compatibility 
with IBM products. If they do, it should 
not be long before a rash of copies of the 
copies appears on the market. 


Sandoz 


The price of 
pollution 


Sandoz spent the summer celebrating its 
centenary. The party is now over. The 
Swiss pharmaceuticals and chemicals 
company is braced for a quiver of insur- 
ance claims after the warehouse fire near 
Basle that washed enough mercury-laden 
chemicals into the Rhine to turn the river 


' red. 


As America’s Union Carbide can at- 
test, accidents cause panic selling by 


NSE F S - = tat 


, shareholders. Sar z is unlikely to suffer 
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as sharp a setback as Union Carbide, 
which GAF unsuccessfully bid for after its 
share price had plunged from $48 to $33 
in reaction to the leak of poisonous gas 
from a plant at Bhopal in India. But the 
price of Sandoz participation certificates, 
the only share available to non-Swiss 
citizens, fell by 17% during the six trading 
days after the fire. This week they were 
starting to recover. 

Sandoz’s only immediate loss is in dam- 
age to stock and property. All its plants 
continue to operate. In the longer term, 
the extent of Sandoz’s liability for damage 
caused by the pollution of the Rhine is 
unclear. Angry Germans say it could run 
to several hundred million D-marks, Un- 
able to drink from river sources, Rhine 
residents have suffered inconvenience. 

But nobody has died, even though the 
river is awash with dead fish. The long- 
term ecological and health damage is hard 
to assess, particularly since the Rhine was 





already little better than a sewer. 

The unknotting of insurance claims 
could take months. Zurich Insurance 
holds Sandoz’s fire policy. West Germa- 
ny’s Green party claims that the Swis: ~ 
insurer refused to accept Sandoz’s liabil 
ity coverage in 1981, an indication that 
chemical storage in a former factory was 
deemed too risky. Gerling, the West 
German insurance company that holds 
Sandoz’s liability insurance, says this is 
piffle. 

The damage is not confined to the 
Rhine. Both Hoffmann-La Roche and 
Ciba-Geigy, Sandoz’s Basle neighbours, 
have seen their share prices decline. Ciba- 
Geigy has admitted it leaked 100 gallons 
of weed-killer into the river the day 
before the Sandoz fire. The backlash in 
West Germany means that BASF, Bayer, 
Hoechst and other big German chemical 
companies may soon face stricter safety 
standards. 

With sales of SFr8.5 billion ($5.1 bil- 
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lion) in the year to December 31 1985, 
“Sandoz still lags behind its two big Swiss 


rivals. Butthe 14% growthin sales and 29% 
growth in net profits it reported in 1985 
were better than the gains of either Ciba- 
Geigy or Hoffmann-La Roche. Before the 
fire, Sandoz’s share price had risen by 17% 
this year, a period when the Swiss stock- 


~omarket index dropped by 4%. 


. Sandoz’s primary business is selling 


- drugs. In each of the past two years, the 











_ pharmaceuticals division has accounted 


for 46% of sales and (according to Savory 
illn, a firm of stockbrokers) roughly 
of profits. The company is counting 
everal new patents—including San- 
immune, a drug to prevent the rejection 


of transplanted organs—to rejuvenate its 
| previously aging product line. 


A quarter of 1985's sales came from the 
chemicals division, the focus of Sandoz’s 


expansion. In February 1985, Sandoz 


» 


‘steered towards specialised products by 


buying Master Builders, an American 
company, for $190m. It then bought two 
European specialty chemicals makers— 
Meynadier Holding, based in Zurich, and 
most of Modern Advance Concrete of 


Ataly.. It wants specialty chemicals to pro- 


“ide over 70% of Sandoz’s chemicals 
urmover within the next 5-10 years. Pray 


uthat does not mean a lot more filth in a lot 
~ more rivers. 


Video films 
At record prices 


Britons are buying films as they buy 





~ records and paperbacks. The video-tape 
< business, once a rental market, is fast 
_. becoming a market for impulse buying 
<; thanks to.a dramatic fall in prices. Video 


‘films, which.only a year ago would have 


; cost- more. than £50 ($75), can now be 
- bought for £6.99 or £9.99. The pattern in 
- Britain, where a relatively high 45% of 






-households have video recorders, is being 


followed elsewhere. 


The breakthrough in pricing came in 
October 1985 when a company called The 
Video Collection struck a pioneering ex- 
clusive deal with F. W. Woolworth. A 
range of 50 titles was offered through 850 
Woolworth stores at a tempting £6.99 
(roughly the price of a long-playing re- 
cord). Within 12 weeks, 700,000 copies 
had been sold. Since then, the range has 
been extended to 330 titles, including pop 
concerts, children’s cartoons, Jane Fonda 
workouts and royal weddings. 

The number of outlets has also in- 
creased. W. H. Smith, Asda, Menzies, 
HMV, Virgin, Superdrug, Laskys and 
even the Co-op now stock bargain videos. 
Many Woolworth stores have expanded 
the shelf space from one rack holding 56 
titles to eight racks holding 400. 

The Video Collection is shifting tapes 
at a rate of 3m a year, but others have 
been quick to compete. Channel 5, a joint 
venture between Polygram and the Her- 
on group, is selling a range of more recent 
tides at £9.99. Long-established video 
companies, with extensive film cata- 
logues, have joined the fray. MGM/UA 
now sells its golden oldies (eg, “Seven 
Brides for Seven Brothers” and Hitch- 
cock’s “North by Northwest”) at £9.99. 

Even Warner Bros has succumbed. 
When video was new, it would not sell 
titles even to the trade—rental shops had 
to lease them from Warner for a limited 
period. That practice crumbled in the face 
of video piracy. Warner is now selling 
selected videos (including “Superman” 
and ‘‘Casablanca’’) for less than £10. 

One effect of this has been to undercut 
video pirates. Newish blockbusters (like 
“Rambo’"’) still sell at exalted prices and 





Repulsing the pirates 



















are prey to pirates, but margins on fil 
selling at £6.99 are too slim for bucc: 
neers. Previously, according to estimate: 
by the British Videogram Associatio: 
40% of video. retail income was e 
from pirated products, Be 
Economies of scale made video p 
tumble sharply. Professional duplic; 
give big discounts for large orders anc 
long runs even though (unlike recor 
which can be mass produced ina factor 
videos still have to be individually dupli- 
cated in the same time as it takes tl 
picture to run. Bere 
Economies are also being achieved by 
using cheaper raw materials. Videos fo: 
rental need to be sturdy; those design 
for fewer home viewings can be issued on 
flimsier tape. Production costs can also be 
cut by using less elaborate packaging. 
Industry optimists think that with 
three years the video sales: market, co 
centrated in price brackets under £10, w 
be as big as the market for records ai 
audio tapes. Just as paperbacks put co 
mercial lending libraries out of business, 
cheap videos could mean the end of the 
rental market. They may also speed the 
decline of the Betamax system. The new 
cheap videos are manufactured chiefly in 
the dominant VHS format because on low 
margins it is uneconomical to maintain a 
second inventory. Since last year, VHS"s 
share of the British video rental market 
has increased from 84% to 91%. 


Thailand l 
No fertiliser, fewer — 
plants | 

























































































BANGKOK 


Thailand is at last moving ahead with 
plans to develop new centres of industry. 
on its east coast. But they will almost 
certainly not include the biggest and mo: 


“in a coma”. Almost everybody els 
says they are dead. : 
Thailand’s luckless National Fertilise 
Corporation (NFC), one-third owned b 
the government, last year signed 
agreement with contractors, most of ther 
Japanese, to build a plant costing som 
$230m. The deal was priced in yen. Th 
subsequent appreciation of the curre: 
has increased construction costs by mor 
than 40%. At the same time, work 
fertiliser prices have slumped. A projec 
which on the most cheerful financial as 
sumptions offered only a modest retw 
on capital would new be a certain loser 
The government initiated and. vigor 
ously promoted the fertiliser complex 
Although Thailand is the world’s bigges 

















exp 

ice Meki) a are low. But th ern! 
is also wrestling with an annual budget. 
leficit equivalent to some 5% of GDP. So 
t has said that it can do nothing special to. 
help. the project. The announcement 
aused the NFC chairman to resign. He is 
-now in hospital recovering from a stroke. 
© His replacement is reviewing the pro- 
ject. He says its fate will be decided on 
trictly commercial grounds. NFC is nego- 
_ tlating with the Japanese government and 
‘ontractors to try to price the contract at a 
ore favourable rate of exchange. NFC is 
Iso having to contend with the reluctance 
of its private investors to stump up. For 
months, commercial bank investors have 

sed to-go along with a tenfold in- 
capital (to some $76m). Now 
hey. say bluntly that the plans are not 


Shipbuilding 


5 shareholder in two ASEAN fertiliser pro- 
jects, in-Indonesia and Malaysia. They 
make losses despite access to gas feed- 





stocks that are much cheaper than those 
that would be available to NFC. 

The assumed death of the project has 
cast doubt on plans for a new east-coast 
deep-sea port and industrial complex de- 
signed to lure industry away from heavily- 
congested Bangkok. The main consola- 
tion is that the government has approved 
a similar scheme at Laem Chabang. Total 
investment there is expected to be $300m 
spread over four years, The government 
originally intended to build and run the 
project itself. It has now decided to leave 
all but construction of the basic infra- 
structure and utilities to the private 
sector. 


Too much dead weight 


The world’s shipbuilding industry is scut- 
tling itself. With 40% excess capacity, 
shipyards should be closing unwanted 
slipways or switching to specialist higher- 
in. businesses in the hope of restoring 
profits. Instead, many are clamour- 
r even bigger subsidies with which 
to undercut each other. 

UNCTAD reckons that governments 
spent $5 billion on subsidies in 1985, 
hen ships worth $20 billion were built. 
his year, governments in Europe seem 
intent on paying out even more money to 
win orders, Witness a recent complaint to 
the EEC Commission by the French gov- 
ment. It said that Fincentieri, an Ital- 
jan. shipyard, had unfairly pinched a 


Slipway World's merchant fleet 


“Years ending June 31st (million dwt*) 


. Total tonnage 
of which 


1875 I7 © 79. 8 83 85 
Shipbuilding capacity. (milion cgit a year) 


$150m order to build a passenger cruise 
liner from Chantiers de l'Atlantique, part 
of France's state-controlled Alsthom en- 
gineering group. Sitmar Cruises, an 
American shipping line, allegedly 
switched the order to Fincentieri, part of 
an Italian state-owned industrial group, 
after the Italian government offered a 
subsidy that enabled Fincentieri to beat 
the French company on price. 

With luck, European shipbuilding sub- 
sidies, frequently as high as 35-40% of the 
cost of a new ship, could fall next year. 
On November 18th, the EEC’s industry 
ministers meet to decide on new levels of 
subsidy from January Ist. when the pre- 
sent (ad hoc) arrangement over govern- 
ment aid to shipbuilding runs out. The 
commission wants subsidies reduced to an 
across-the-board rate of 26%, and thinks 
that help should be concentrated on yards 
building specialist ships which incorpo- 
rate high-tech handling and information 
systems. 

The Europeans cannot seriously hope 
to compete with their East Asian rivals, 
particularly South Korea, in building run- 
of-the-mill bulk carriers or tankers. Since 
1975, shipbuilding capacity in South Ko- 
rea has increased three times (to 1.7m 
compensated gross tons). while that in 
Western Europe has halved (to 4m). In 
the same period, Japan's capacity has 
fallen from 11m to 7.5m tons. 

To help reduce their losses. Japanese 
shipyards agreed earlier this year on cuts 


of up to 20% in their capacity. Because of 


the rise of the yen. which has made them 
less competitive with their South Korean 


“rivals, that now looks too little. On Nov- 


ember 7th, Mitsui Engineering and Ship- 


“building said that it would reduce its 










would not. as expected, 
with Nippon Kokan, an 
company. The reason for Mitsui’s changi 
of heart is not hard to find. Inthe half 
year to the end of September, it lost: 
Y1.15 billion ($7m) on sales of Y109 
billion. To help stem these losses, Mitsui 
plans to lay off 1,000 shipyard workers 
next year; 3,700 others have already been 
told to go. 

Most of Japan’s shipbuilding compa-° 
nies are in a similar plight. New shipbuild-"~ 
ing orders at Japanese yards last month 
were 33% down on October 1985. Much 
of Japan's lost business had gone to South 
Korean yards. Seatrade Week, a shipping 
magazine, reckons they more than‘dou- 
bled their new orders. (to just over 3m 
deadweight tonnes). during the nine: 
months to September. Some other new. 
orders have gone to Eastern European 
yards. Keen to undercut even the cheap- 
est South Korean yards, Yugoslav ship- 
builders have picked up orders for 0.6m |. 
deadweight tonnes so far this year. 


Royal Dutch/Shell __ 
Jobs over a barrel : 


Unlike its big sisters, Royal Dutch/Shell 
has kept its workforce more or less intact 
despite the fall in oil prices. But now itis í 
refining plans to slim. Details are “being: 
developed” for fewer managers and sta 
to run the company from its headquarte sr 
in London and The Hague. Other cuts are 
being made in its operating arms. 

The headquarters employ 6,000 peo- 
ple. Six weeks ago, Mr Henny de Ruiter, 
a Royal Dutch/Sheil group managing di- 
rector, told staff to expect reductions “at | 
all levels of seniority”. At the same time © 
he reckoned that the company could be 
managed better with “fewer people” and 

“less bureaucracy”. = 

The group employs 142,000 worldwide, 
There are 700 service companies and _ 
operating companies in the group, which — 
is 60% Dutch-owned and 40%: British- 
owned. The British exploration company 
has already decided to shed 500 jobs. in 
reducing its 6.400 exploration workforce ` 
by 8%. Another. 700 jobs (30%. of the: 
previous workforce) are to go ata refin- 
ery at Stanlow in Cheshire, following a 
42% reduction to 500 in the workforce at 
a chemical plant in nearby Carrington. A 
long-term strategic review of all North 
Sea management and operating jobs has 
begun as Shell's oil production there has’ 
started to decline, > 

Royal Dutch/Shell is not expected to go 
as far as Exxon. a bigger sister, which 
earlier this year presented redundancy 
packages | to 40.000 American employees. 
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WE WERE THE FIRST. 
AND WE ARE THE FUTURE. 


The MD-91X: New technology that pays off in 
profits. Our DC-3 was the first plane to enable 
airlines to make a profit by carrying passengers 
only. Today, our new MD-91X redefines the word 
profit. With its Ultra High Bypass engines, the MD-91X 
will use up to 50% less fuel than current turbofans. 
Greater fuel efficiency for greater profitability. And 
we're the only aircraft company that can combine 
that new technology with a proven airframe to 
make it happen 


MCDONNELL 
DOUGLAS 












AT&T is building semiconductor 
crystals atomic layer by atomic layer. 

The reason? To help electrons 
reach their full potential. 

In our world of rapidly increasing 
information needs, the more data we 
have, the faster it has to be processed. 
And today, the key to faster processing 
is faster electrons. 


Speed Is Of The Essence 
Electrons in silicon—the most widely 
used material in the semiconductor 
industry—move quickly. But not quickly 
enough for many increasingly sophisti- 
cated applications, like real-time speech 
and image processing. 

Now, silicon has just about 
reached its electron speed limit. For 
faster electrons to meet special needs, 
new materials are the key—new 
materials, not found in nature, built 
from the atoms up. 


Going Flat Out With Atoms 
Tailor-making new materials uses a 
form of atomic spray painting called 
Molecular Beam Epitaxy (MBE). 
Invented and perfected by 
AT&T Bell Laboratories scientists, 
MBE creates ultra-thin, extra- 
ordinarily uniform films of selected 
elements. To prevent contamination, 
individual layers are sprayed onto a sub- 
strate in a vacuum containing 100 
billion times fewer atoms than in the 
earths normal atmosphere. 
Finished films are uniformly flat 
to plus or minus one atom in depth. 


Electrons That Move Like Rockets 
In one application, AT&T constructed 
material using crystal layers of l 
gallium aluminum arsenide and gallium 
arsenide. The gallium arsenide was 
kept pure, while the gallium aluminum 
arsenide layer was seeded, or doped, 
with carefully controlled impurities— 
sources of needed electrons. 

These electrons are drawn in 
droves to the face of the pure layer. Here, 
unimpeded by impurities, electrons 
can rocket across the transistor’s gate 
at 20 million centimeters per 
second—almost three times as fast 
as in today’s silicon semiconductors. 























Using this new. 

material, AT&T — 
scientists collabor 
| ated with colleagu 
at Cornell Universit: 
toset a transistor _ 
speed record. The 
device switched a 
logic circuit on or 
off in 5.8 picoseconds (trillionths ofa 
second)—that’s 170,000,000,000 times in. 
a single second. 


Putting The Future On The Beam | 
Molecular Beam Epitaxy has also 
enabled Bell Labs to produce asemi- 
conductor that replaces electricity 
with... light. 

Built of 2,500 precise, alternate 
layers of gallium arsenide and gallium 
aluminum arsenide, the chip contains 
four photonic switches that are turned 
on and off by light beams, much the wa; 
electronic transistors are activated by 
electrical charges. i 

This light switch presages a day: 
when optical computers will process 
information 1,000 times faster than 
present electronic computers. A day. 
brought closer by AT&T’ layered oe 
technology. 




























Spray painting with atoms. 















































AT&T publishes a magazine called PROTO, | 

a report to managers on how AT&T : 

technologies are being used in advanced 

communications products and services. 
For a free copy of PROTO, write: 

PROTO Circulation Manager, AT&T 

Bell Laboratories, Box B, 1L-404, 

101 John EF Kennedy Parkway, Short Hills, 








New Jersey 07078. 
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some 27% of its 146,000 worldwide work- 
force. Royal Dutch/Shell used to be the 
oil industry’s most efficient company, so 
Exxon had more fat to shed. But Royal 
Dutch/Shell’s exploration and production 
income—some 53% of its total operating 

2ome—dropped by almost half in the 
_ St nine months of this year. It is said to 
be doing its forward sums on the assump- 
tion that the oil price will average $15 a 
barrel for the rest of this decade. 

Its prowess as the world’s best refiner 
and marketer of oil, assisted in part by 
feeble competition from other oil compa- 
nies—especially in Europe—has helped 

-Royal Dutch/Shell to cushion its fall in 
exploration and production revenues. In 
the first nine months of this year, earnings 
from its refining, marine and marketing 
businesses were 66% up. But if oil prices 

remain depressed, even Royal Dutch/ 
Shell will find it hard to compensate for 
exploration and production losses by re- 
fining and marketing profits. 


Neue Heimat 
Baker’s dough 





BONN 


Strength through ridicule? When Mr 
Horst Schiesser, a Berlin baker, bought 
Neue Heimat, a debt-ridden property 
company, for a token DM1 on October 
Ist from West German trade unions, he 
may have sealed the best deal of his 
career. He has agreed to sell Neue Hei- 
mat back to a trust company in which the 
trade unions would have a majority stake. 
In réturn, he is to get a loan of up to 
. DM25m ($12.4m) plus hefty expenses for 
his trouble as owner of Neue Heimat for 
six weeks. He may get more. 
_. When Mr Schiesser bought the compa- 
ny, the first reaction was disbelief fol- 
lowed by derision. The group has debts of 
around DM17 billion—more than DM1.5 
billion of them due for repayment by the 
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end of this year. Could a baker, even a 
successful one with diversified business 
interests, rescue Neue Heimat when oth- 
ers had failed so dismally? 

The answer is no, in the view of Neue 
Heimat’s more than 150 creditor banks. 
The banks were studying a plan to put 
Neue Heimat back on its feet again when 
BGAG, the holding company for the trade 
unions’ business interests, abruptly sold 
the group to Mr Schiesser. The banks 
then looked reluctantly into Mr 
Schiesser's own rescue scheme. They 
gave it the thumbs down. A few began to 
call in their loans, adding to fears of a 
slide into bankruptcy. 

Under the new solution, Mr Schiesser 
would sell Neué Heimat to a trust compa- 
ny of which BGAG would own 51%. This 
company would gradually sell Neue Hei- 
mat’s assets. The banks would support 
the scheme initially by extending a debt 
moratorium to the end of 1987. In return, 
they think they would gain a more credi- 
ble partner than Mr Schiesser. The trade 
unions would have to plough into the 
trust company the sums they promised Mr 
Schiesser during the original sale. 

To help pay its Neue Heimat bills, 
BGAG is selling one of its pearls—the 
Bank für Gemeinwirtschaft—to the Aa- 
chener und Miinchener insurance group 
for close to DM2 billion. That will put the 
country’s 13th biggest bank under the 
control of its seventh biggest insurer. 

Some big flies remain in the ointment. 
The trade union leaders who make up the 
supervisory board of BGAG have to ap- 
prove the deal. They are running out of 
patience with BGAG's top managers, espe- 
cially the chairman, Mr Alfons Lappas. 
Of the lenders, 16 leading banks have 
already approved the scheme, but others 
have yet to do so. And even if BGAG does 
take 51% of the new company, who will 
want the other 49%? 

The Neue Heimat affair has sent shock 
waves far and wide. It has discredited the 
concept of Gemeinwirtschaft, under 
which some enterprises are run for the 
benefit of the less well-off in return for 
tax advantages. It has weakened the 
standing of trade-union leaders, and it has 
hurt the Social Democratic party as it 
goes into its campaign for the general 
election in January. 


Sugar 
A beating for cane? 


Britain's Monopolies and Mergers Com- 
mission is vetting the attempt by Ferruzzi, 
an ambitious Italian agribusiness group, 
to gain control of British Sugar. If it 
permits the takeover, there will be groans 
from the sugar-cane producing countries 





of the African, Caribbean and Pacific 
(acp) regions. Under a special agree- 
ment, they export 1.3m tonnes of sugar to 
the EEC each year at close to the protected 
internal Community price, and at around 
double the depressed world market price. 

Most of their EEC quota is refined by 
Tate & Lyle, a rival bidder for British 
Sugar. Tate traditionally supports the 
case of ACP cane producers such as Mauri- 
tius, Fiji and Swaziland. Europe's subsi- 
dised beet farmers, who do much business 
with Ferruzzi, would like to see the cane 
quota reduced. 

If Ferruzzi were to control British Sug- 
ar, the cane producers fear that it would 
be so powerful in the European sugar 
industry that it could try to push Tate out 
of the business. Maybe Ferruzzi would 
not be so bold. But the ACP countries say 
that they have not so far received any 
reassuring words from Mr Raul Gardini, 
Ferruzzi’s boss. 

They would prefer to see Tate’s rival 
bid succeed, although British Sugar re- 
fines only beet sugar and its acquisition 
would give Tate over 90% of the British 
market. The ACP producers ‘are not wor- 
ried that new beet interests for Tate 
would cause the firm to desert cane. Tate 
has had a long relationship with them and 
trust, they say, is the key. A lot hangs on 
it. The sugar quota sustains the export 
earnings of many of the cane producers 
(see chart on next page). Even after EEC 
dumping helped cause world sugar prices 
to crash, the quota stayed the same, and 
quota prices remained high. 

In Mauritius, which has the largest 
individual cane quota, 90% of cultivated 
land is given over to sugar production. 





Trusting in Tate 
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For the past 15 years, West Germany has by Gly 8%. This gives Ta aiwanese ex 

boasted the biggest foreign-exchange re- porters a huge competitive advantage in 

serves in the world. Not for much longer. world markets. 

Taiwanis poised to overtake it. Taiwan's Because of restrictions on investment 

reserves were put at.$40 billion in Octo- in foreign securities, the bulk “of Tai- 

ber, twice their sizeat the end of 1984. If | wan’'s current-account surplus has been 

they continue to grow at their present added to the reserves in its central bank. 

rate, they will top West Germany’s $43 Central-bank reserves are meant to pro- 

billion before the year is out. vide a country with a cushion. against 
While most industrial countries have adverse swings in its trade and against 

added to their reserves over the past two 

years, many developing countries have — Foreign-exchange reserves 

had to run theirs down. China and Saudi eee 





Arabia are notable casualties. The. re- nee à AA pa eiea 
serves of both have fallen. by around 
40% since the end of 1984. West Germany 35.0 43.2 . 2.6 
: _ Taiwan 20.0 40.0 18.2 
Taiwan's reserve mountain comes Japan 993 370 26 
from its ever-increasing current-account france 191 31.0 25 
surplus, which could reach $12 billion Switzerland 14.7 17.9 4.4 
this year—more than 20% of its GNP. Italy 19.4 17.5 1.9 
This is more than accounted for by a United States 6.7 16.8 0.4 
trade surplus with America that is run- Britain 7.0 15.2 1.0 
Spain 11.4 14.0 4.6 
ning at an annual rate of $14 billion. Nna 86 137 62 
This vast surplus signals that the Tai- Sin y : : ; 
gaporet 10.3 12.5 5.0 
wan dollar is grossly undervalued. While China 16.7 105 34 


the yen and the D-mark have appreciat- 


senaniman 
o; S “September 1986 except France and Spain (August), Singapore 
ed by, 65% against the dollar since Feb (June), Taiwan (October). +1985, goods and services. țin- 


ruary 1985, the Taiwan dollar has risen -oludes goid 





early half of the sugar/produced comes would put most European beet farmers 
from more than 30,000 Indian small- out of business. Nonetheless, their case 
holders. Sugar accounts for half of all deserves a sympathetic hearing from the 
agricultural output in Fiji and was the mergers commission, which has just had 
country’s main source of foreign ex- the deadline for its report extended to 
change until the tourist industry took off. early next year. 
Sugar is the largest export earner for 
‘Swaziland and the main cash crop in General Motors 


Guyana. ACRES E EOI NS TOIT 
n- Jamaica’s sugar production is in de- 

cline. It does not have much sugar left Phut-phut 
fter satisfying domestic demand and tak- 
ing up its EEC quota. Nonetheless, ac- 
cording to official figures, sugar is Jamai- General Motors, America’s biggest car- 
< ca's second-largest export earner after maker, is experiencing the fall that com- 

bauxite. (On unofficial figures, export eth after pride. When, two years ago, its 
earnings from marijuana, put at about rivals Ford and Chrysler were struggling 
$200m a year, exceed those from sugar.) to push up profits, GM was on a spending 
The.countries which benefit most from spree—buying EDS, a data-processing 
e cane quotas are not the biggest in the company, for $2.5 billion and, later, 
vorld. Nor are they all among the most Hughes Aircraft, an aerospace firm, for 
ficient, though in a ner market they $5 billion. Now Ford and Chrysler are 
forging ahead while GM is making too 
many cars that nobody wants. Since turn- 
ing in a third-quarter operating loss of 
$338.5m GM has had to cut back. 

On November 6th, it announced plans 
to shut-11 car and truck plants, employing 
“mauritius F 29.000 workers, about 5% of its Ameri- 

a can workforce. Although some workers 
will be transferred to other GM factories, 
redundancies seem inevitable. Mr Roger 
Smith, GM's chairman, predicts that the 
closures will save the company about 
$500m a year. 

GM's share of the Americar car market 
has dropped from 46% in 1980 to around 
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months’ imports 
are unnecessaril 


eign-exchange earning: 
tive use by speeding up the 
of foreign-exchange and stimu- 
lating capital outflows. But so far with 
little success. ee 

When gold is inc ded, Taiwan does 
not look so-much of a hoarder. lf Ameri- 
ca’s 262m ounces of gold are valued at. 
the current market price of around $400 
an ounce, this boosts its reserves by $105 
billion. Adding in Taiwan’s gold in- 
creases its reserves by only another $1 
billion or so. 

Although it has plenty of gold, Ameri- 
ca. looks short. of liquid reserves. Its 
foreign-exchange. reserves have risen by... 
150% since the end:of 1984—even faster 
than Taiwan’ s—partly . as a result of the ~ 
Fed’s intervention to drive the. dollar 
down: But at $16.6 billion they amount 
to less than a fortnight’ s imports: How- 
ever, the dollar is the world’s main 
reserve currency (still accounting for 
65% -of the total), so America has no. 
need fora large cushion. If itneeds te 
can simply print more greenbacks, 













42% at thé latest count. In the. fourth 
quarter of this year, it plans to trim:cai 
production by about 5%. Ford and Chrys: 
ler, by contrast, are increasing the num 
ber of cars rolling off th roductior 
lines: This year; GM's sales 
to.top $100 billion, but. 
to.shrink or. eliminate a number of pis 
“jects, including: 
@ Saturn. This smail-car project was once 
touted as GM’s best hope for the future. 
GM has postponed the spending of muct 
of Saturn’s $3.5 billion budget, anc 
changed the target date. for full produc. 
tion of 500,000.cars.a year from 1990 tc 
well beyond 1992. 
@ New models. Largely because of the 
cost, GM has halted plans for flashy t 
plastic-bodied versions of its bestsel! 
Camaro and Firebird cars. 
© Robots. GM has cancelled about $88m 
worth of orders for robots during 198¢ 
and 1987-——causing layoffs ‘at GM Fanuc, 
joint venture with Japan’s Fanuc, 
@ Bedford Trucks. GM has stopped mak 
ing heavy and medium-sized trucks. at it 
loss-making plant in Britain, Putting the 
workforce in half. 

The carmaker’s critics say. that the cut 
do not go deep enough. Mr Ross Perot 
founder and still chairman of EDS-and i 
director (and biggest single shareholder 
‘of GM, is also: dissatisfied. He says tha 

- until GM's. managers spend as much tiny 

“studying the market as they do arguin; 
-with each other in committees, the com 
- pany cannot hope to solve its problems. 










concept of the offshore managed” a 
A currency fund with the launch of 


International Fund in May 1980. 


fae launch the fund has produe a a 


5i in sterling Crer 16% 
ffer to offer basis with gross 


: Despite volatile markets this expertly. invested “bas- 

ket’ of leading currencies has consistently met the 

“alms of the Fund's managers ~ long- tèrm capital and 
income growth. 


LOW CHARGES 


-The fund's offshore location allows it to pay all returns 
“tod 4 0% at entry and 44% 
r annum © thereafter. Minimum . investment: 
(or the equivalent in any major currency. 
_INFORMATION 
Pa: dividends are paid gross. For a copy of the 
me prospectus and an application form on the sole basis of 
which an investment may be made, please coniplete 
“and oreturn the coupon. As always you should 
remember that the price of shares may go down as well 


Guinness Mahon International Fund Limited is an 

neended investment company. incorporated in 

rernsey. All share classes have been admitted to the 
ial List of The Stock Exchange, London. 


aa ' CHOOSE 
WE PERFORM 


IN UK STERLING 


+48-67 
IN US DOLLARS 
IN 12 


MONTHS 


unts oan offer to offer basis 25.255 to 25986 


|g GUINNESS MAHON 


-FUNDMANAGERS 
I (GUERNSEY) LIMITED 
P.O. Box 188, La Vieille Cour, 
i St. Peter Port, Guernsey, 
Channel Islands, 
i Or telephone (6481) 23506 ; 
or telex 4191482 GUIMAC G _ 


Please-send me a copy of the proshatis for. 

the Guinness Mahon International | 

Managed Currency Fund (on the sole basis 
i of which. an investment may be made). 


Name 
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i This advertisement has heen placed dy 
Guinness Mahon & Co. Limited, an exempt dealer. 


SMITHS INDUSTRIES 


PRODUCTS AND SYSTEMS FOR THE AEROSPACE & DEFENCE, _ 
"MEDICAL AND INDUSTRIAL MARKETS 


. Profit up 19% 


m Earnings per share 
up 27% 
_ E Dividend up 22% 
_@ Further growth 
‘expected 


Name. 
Company- 
Addres 


Turnover 


Profit before Tax 
Earnings per Share 
Dividend per Share 


1986 
£401.2m 
£56.5m 
16.4p 
5.5p 


*continuing businesses 


: Position. 
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If air travel were a perfect mar- 
ket, the price of a ticket would be 
“a simple trade-off between the 
-z number of people wanting to fly 
‘to the same place (at the same 
“time and with the same level of 
service) and the number of air- 
lines offering flights there. The 
more airlines flying between two 
cities, the lower would be the 
irfare. And the more customers 
‘demanding seats (eg, during the 
peak summer months), the high- 
-er would be the price of a ticket. 
Unfortunately for air travel- 
-Jers—especially in Europe—they 
“have to buy tickets in a market 
that is far from efficient. Every 
year, there may well be 800m air 
travellers flying on more than 500 
‘scheduled airlines to some 6,000 
` destinations in 150 countries. But 
“the number of operators on any 
one route tends to be a handful at 
‘most, and frequently no more 
than a couple. Worse still, the 
supply side is heavily protected 
by governments, regulated by in- 
ternational agreements, and (un- 
til recently) practically impene- 
trable for newcomers trying to 
break into the business. In short, 
the scheduled airlines of the 
“world operate one of the most 
effective, extensive and robust 
cartels yet devised. 

Its origins are circumstantial 
-and historical. First, the circum- 
stances, then the history. 


Perishable product 
Selling airline seats is rather like 
selling fruit and vegetables: both 
have limited shelf-lives. If a plane 
> leaves with some of its seats still 
empty, the airline has to throw 
„away unsold goods—just as a 
greengrocer must junk rotten to- 
< matoes. Both are in the business 
of marketing perishable 
products. 

One big difference: ` people 
must eat, but at least two-thirds 
‘of air travel is discretionary. In 
Europe, business travel accounts 
for less than 30% (in: America, 
35%) of airline traffic, while lei- 
sure generates all bar a small 
proportion (eg, journeys by im- 
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Cartels and upstarts E 

-This week’s brief in our series on markets looks at the airline 
- business. Twisted out of shape by government intervention, 
excessive market power, and the attempts of newcomers to 


stir things up, the industry can seem complicated. But it 
reaffirms some simple economic themes 


igrants, military personnel, stu 





dents, etc) of the remaining 70%. 
The leisure market is itself split 
five-to-one between holidaymak- 
ers and people visiting friends or 
relatives (known in the trade as 
VFRs). 

Thus, while the shopkeeper 
goes to the market each morning 
to buy enough for his customers 
that day, the scheduled airline 
rolls out its “produce” each 
morning, hoping that enough 
new customers will show up and 
that those who have already 
booked won’t cancel their flights. 
Often they are disappointed. 
Two recent events—the Cherno- 
byl nuclear accident and the 
bombing of Libya—caused a 
25% drop, virtually overnight, in 
the number of Americans flying 
to Europe this past summer, 

Part of the problem lies with 
the way the airline business has 
always been supply-oriented. 
The equipment it buys (aircraft, 
airport terminals, maintenance 
gear, etc) is formidably expen- 
sive. Just replacing its aging fleet 
of long-range Boeing 747s will set 
British Airways back $2.3 billion. 
(Actually, to minimise the pres- 
sure on its balance sheet, BA will 
lease the aircraft from a syndicate 
of banks.) Also dominating the 
airlines’ thinking are crucial per- 
formance indicators. concerned 
with supply—from unit costs per 
ton-kilometre flown to engine- 
shutdowns per 1,000 hours of 
flying and maintenance man- 
hours per aircraft. 

Then there are the stringent 
rules governing air safety, naviga- 
tion and the freedom to fly over, 
and land in, other countries. Air- 
line operators have to give their 
undivided attention to these legal 
obligations or risk losing their 
licence to carry passengers. 

That said, an industry that has 
enjoyed an annual 4-5% growth 
in demand, blessed with unit 
costs that have fallen historically 
by 10-11% a year as a result of 
bigger and-more efficient equip- 
ment (plus recently cheaper fuel 
and lower wages) and protected 
from competition ought to have 
been coining profits. Yet the air- 
line industry has not. Worldwide, 





' its net marg 


following combined loss 

ling $5.5 billion since the last 
recession. For that, blame the 
industry's failure to match supply 
with demand. 

Airlines are belatedly trying: to 
do so, thanks.to the advent-of 
computerised . reservation sys- 
tems and data networks feeding 
sales information, 
minute, from. travel agents 
around the globe into airline of- 
fices. Nevertheless; the result. of 
coupling a market constrained by 


rigidities in supply to volatile de=; 


mand, with huge hurdles (eg, 
safety requirement, big estab- 
lished competitors, bilateral air’ 


treaties, massive financing) for 


newcomers trying to break into 
the business, and containing 
goodly measures of political pa- 
tronage and national pride is an 
almost perfect recipe for ineffi- 
ciency and high prices. 


Anatomy of 
a cartel 


The greatest single achievement . 


of the airline industry is ‘‘inter- 
line” billing. This allows a ‘pas- 
senger to fly anywhere in’ the 
world, stopping off in numerous 
places, changing planes (and air- 


Price of regulation 
20 


European discount 
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American discount 


4 aaa | 
1981 82 83 84 
+57% of intra European traffic: 
average discount 40% below full fare. ` 
+ 85% of domestic US traffic: 
average discount 56% below full tare 








Sources: Association of European Airlines: 
Air Transpon Association of America 


lines) at will—all on one ticket, 


bought often by one telephone 


call, with one payment and in one 
currency. No other industry. has 


quite matched that degree of co- 
operation. Today, $12 billion- 
worth of interline transactions: 


pass through the airline indus- 
try’s clearing house each year. 
But the price of industrial col- 
laboration has 
collusion. 

The origins of today’ s airline 
cartels go back to a meeting held 
by allied. and- neutral: govern- 
ments in Chicago in late 1944 to- 
re-establish the world’s airline in- 


minute. by 


been... market: 


gula- 

sul equently 

emerged, both based in Mon- 

treal—one.._ intergovernmental 

(International Civil Aviation Or- 

= ganisation) for overseeing techni- 

‘càl matters, the other commercial 

(International. Air Transport As- 

sociation) for managing financial 
and legal affairs. 

The Chicago convention’s sin- 
gular failure was in not reconcil- 
ing differing views on how air- 
lines should be regulated 
economically. The American 


«government stood for free com- 


petition; the Europeans (led by 
the British) advocated sufficient 
government control to preserve 
national interests. Failing to win 
the protectionists - over to their 
multilateral: “open sl ap- 
proach, the Americans struck a 
compromise (known as the Ber- 
muda agreement) with the Brit- 
ish in 1946. This bilateral treaty 
not only decided: which airlines 
could serve the Atlantic routes 
between the two countries 

how much capacity would be 

mitted, but also determined the 
fares.and cargo rates—-and en- 
shrined the principle that hence- 
forth it would be governments, 
not markets, that set the terms of 
airline. competition between 
countries. Almost without excep- 
tion, the 56 participating govern- 
ments proceeded to carve up bi- 
lateral markets between them on. 
a 50-50 basis.: 

In many’ cases, such ‘routes 
were restricted to a single “‘desig- 
nated” carrier from each of the 
two countries involved, thereby 
sanctioning, official duopolies. 
Some bilaterdleagreements even 
went so far as to mandate: gol- 
laboration between their desig- 
nated carriers, requiring-them to 
pool their revenue on a shared 
route, so that the airline-carrying 
fewer passengers was compensat- 
ed (see box on next page): 

To make. matters worse, 
job of determining equitable 
iffs was delegated, not to an im- 
partial industry watchdog, but.to 
the airlines’ own trade associa- 
tion, IATA. With fares being set 
officially, airlines caught. dis- 
counting them might find them- 
selves being prosecuted at home 
and abroad. So, even if they 
wanted to, there. has been: little 
incentive for scheduled airlines to 
offer cut-price fares. 

The distribution | part of the 
business has also been- tightly 
controlled by iATA. Its Standard 
` Agency Agreement set the pat- 
tern for selling airline seats in 
1952. Today, travel agents ac- 
count for 90% of all airline seats 
sold to the travelling public. 

Travel agents accredited- un er 

















the agreem e, those meeting 
the necessary criteria of compe- 
tence, financial soundness and 
- Suitable premises) get the right to 
issue IATA’s interlinable air tick- 
-ets plus the opportunity (if avail- 
able in their. country) to partici- 
pate in its Bank Settlement Plans. 
> Some: 50,000 travel. agents 
_round the world have been ac- 
credited to -write IATA tickets. 
Some 15,000 of them have their 
_ accounts with airlines guaranteed 
and settled through IATA 
“schemes. But woe betide travel 
9 discount a proportion 
% commission. Doing 
ose them their IATA 
ation. So no rewards el- 
or travel agents seeking to 
keenly competitive. 
Such anti-competitive practices 
among travel agents were banned 
-in the United States in 1984; 
_ pooling arrangements among air- 
lines have long been illegal there. 

























‘Mestic market, the airline indus- 
| ts riddled with statutory duop- 
and. other market-sharing 
“agreements. Is it any wonder that 
scheduled air fares in Europe‘and 
elsewhere. are typically 35-40% 
higher than comparable ones in 
America? _ 


skies 
\merica 
rican officials never liked 
Bermuda agreement and all 
the market-sharing bilaterals it 
awned. They positively hated 
the Bermuda II agreement, nego- 
‘tiated with the British govern- 
‘ment in 1977, mainly because of 
all the qualifications they had:to 
concede to get the freedom to set 
_ passengers down in Britain on 
flights going on elsewhere. 

That frustration helped to fuel 
a liberalising movement in Amer- 
ica that-culminated in the Airline 
~~ -egulation Act of 1978. Since 
ty the air travel market has 
....1.a phased reduction of capac- 
ity and price-fixing arrange- 
“ments, along with the abolition of 
restrictions affecting new airlines 
trying to get into the market. 
» The freedom to enter the mar- 
ket is one side of a shiny new coin 
‘for fledgling airlines in America; 
the other, of course, is the free- 
dom to go bust. Since deregula- 
tion, small aviation start-ups 
have been getting into—and out 
of—the airline business at a re- 
markable rate. Many who set up 
services to feed passengers into 
local hubs found themselves be- 
ing absorbed by the big regional 
airlines... 

Then the major American air- 
lines started devouring one an- 


other, without so much as a mur- 






















“But outside the American do- . 


_ All, so far, to little avail. But a 


mur of protest from 
government. As the shakeout 


America draws to a noisy close— 


to the crunching sounds of Texas 
Air digesting two huge recent 
acquisitions, Eastern Airlines 
and People Express—the air 
travel market there is evolving 
into an oligopoly comprising a 
handful of powerful domestic air- 
lines (Texas, United, American, 
Northwest Orient and Delta) that 
have-wiped out practically all the 
local competition and now domi- 
nate their regional hubs. For the 
first time since the shakeout be- 
gan, a truce in the price war has 
been tacitly agreed. All of them 
started raising fares uniformly at 
the beginning of October. 

Europe is ten years behind 
America in its efforts to open its 
skies to freer competition among 
scheduled. carriers. The foot- 
dragging stems in part from the 
cosy relationships between gov- 
ernments and their state-owned 
airlines. All European govern- 
ments (with the notable excep- 
tion of the Dutch and, lately, the 
Irish) seem to put national pres- 
tige above the economic benefits 
of cheaper air travel, let alone the 
outcries of their own air-travel- 
ling public. 

Another reason is that sched- 
uled operators in Europe do not 
offer as wide a range of products 
as American airlines—and so 
have less room to manoeuvre. 
Because they have chosen not to 
compete on price, the market for 
cut-price travel in Europe has 
been stolen from them by deregu- 
lated operators of inclusive tours. 
More than half of all air travel in 
Europe is now in the hands of the 
charter airlines (eg, Britannia, 
Monarch, Orion, Air Europe). 
These play much the same role in 
Europe that scheduled “no-frills” 
operators (eg, People Express, 
Continental, : Southwest) do in 
the United States. Their costs are 
comparable and their fares every 
bit as competitive. 

So airline deregulation can— 
and indeed does—work in Eu- 
rope. But to date the only serious 
pressure for reform has come 
from consumer groups wanting 
cheaper fares, regional airlines 
hoping to become international 
carriers, and a handful of free- 
marketeers among the British 
{now gone quiet), Dutch (still 
vociferous) and Irish (increasing- 
ly enthusiastic). Sensing a ripen- 
ing mood for change, the EEC’s 
competition watchdogs in Brus- 
sels—guardians of the Treaty of 
Rome’s antitrust rules—have 
‘started taking a keen interest in 
the way Europe’s airlines collude 
to rig air fares. 





| Meal for two 







When airlines operate duopolies that are based on bilateral ` 
agreements they usually pool the revenues they earn from their’ 
shared routes. This is the standard way of reinforcing a duopoly 
It reduces the incentive for either party to cheat on the other. 
The chart shows how total profit in a duopolised market is _ 
maximised jointly by two collaborators. The duopolists’ joint — 
marginal cost curve (MC) is the sum of the two firms’ own. 
marginal cost curves (MCI and MC2). Following the logic set 
out in the first brief in this series, the duopoly maximises its.” 
profits: where MC crosses MR; this implies an output (ie, 
number of seats) of N, and a price of P. 
The two airlines then set about supplying their. differing > 
capacities, N1 and N2, at the common marginal cost of C. The- 


firms, acting in collusion, can maximise their. joi 





profit by 


pretending to be a single monopolist. But each firm is thereby i 
stuck at a point where its own marginal cost is less than its 


marginal revenue (ie, at N1 and N2, respectively, 
MC2 are below MR). As long as the other firm did not 


MCI and 





either- could boost its profits by providing a few ex 
Pooling revenues forces the duopoly partners to ti 


monopoly. In effect, it imposes.a “tax” on the would-be’ 





With this arrangement in place, duopolies can last. 


MR=Marginat 
Revenue 


MC=Marginal 
Cost 


Capacity (no. of seats) 


ruling last April by the European 
Court of Justice has given the 
liberalisers hope. In a case 
brought against Air France by a 
French travel agent and tour op- 
erator, Nouvelles Frontiéres, the 
court rejected the view that be- 
cause there were no specific 
Community regulations govern- 
ing air travel, the EEC’s antitrust 
rules (articles 85-90 of the Treaty 
of Rome) therefore did not apply 
to airlines operating in the EEC. 
That verdict has given officials in 
Brussels just the legal stick they 
have been looking for. 

The task before the EEC trust- 
busters now is to break up the 
cartel among Europe’s scheduled 
carriers. The first thing they have 
to do is prohibit pooling; next 
liberalise bilateral agreements so 
airlines can set their own fares 
and capacities; and then make 
provision for new airlines to mus- 
cle in if they want to. 

All easier said than done. But, 
with the law now on its side, the 
Commission has the power to sue 
one or more of a dozen airlines it 
believes’ are in breach..of the 
Treaty of Rome’s antitrust rules. 
The threat of a big show trial— 








say, against Europe’s biggest and 
most profitable airline, state- 
owned British Airways, as the 
government seeks to privatise it 
early next year—might help to 
bully other national flag-carriets 
(and their governments) into let- 
ting a bit more competition loose 
in European skies. iagi 
Perversely, airline- deregula- 
tion in America—despite the re- 
cent emergence of a powerful 
oligopoly among airlines. there— 
has atleast proved that air trans- 
port. markets can be “contest- 
able” in the classic sense. In 
short, the threat of entry by gad- 
flies (eg, People Express, World 
Air, President) has ténded to 
constrain incumbent: airlines to 
set capacities and fares at levels 
that customers find attractive. 
The re-creation of an oligopoly. 
within the American airline busi- 
ness was an accident that should 
never have happened. Andit 
never would have happened if the 
government had not been lax-in 
applying its antitrust laws. That, 
more than anything, is the lesson | 
for EEC officials struggling to in- 
ject competition into Europe’s 
cartelised airline industry. 
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Profit/(loss) attributable to shareholders 
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* Improvement of £76.1m in unaudited 
operating profit before tax. 


Good performance and growth in the 
United Kingdom. 





* United States progress continues, 
* Satisfactory results achieved i in other 






Strong progress 
































X Substantial growth in life business. territories. 
MAIN FEATURES OF RESULTS 9- months 9 months ` Year 
1986 1985 1985 
Unaudited Unaudited “Actual 
£m Em ae £m Auk 
Total premium income 2,092.1 1,708.7 2306.00 7 
Life profits 58.2 48.6 E 
Non-life operating result 14.0 (52.5) (139:1) 
Operating profit/(loss) before taxation -72.2 (3.9) (58.8) 
-Taxation and minorities __ (25.8) (27.5) (31.6) 
Realised investment gains 56.0 59. 
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Earnings per share 24.82 

Shareholders’ funds y 

Operating profit/(loss) before taxation Em Ein 

United Kingdom 59.9 TLS 

United States (22.3) (178.6) 
Netherlands 37.6 38.8 

: Canada : 56o 
Rest of the World 30.1 
Interest on central borrowings ‘ 
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Wall Street's junkies are 
hooked on takeovers 


ir James Goldsmith, an Anglo- 
nch financier, the takeovers in Ameri- 
_ca represent “industrial renaissance”. Mr 
Martin Lipton, one of New York’s most 
experienced takeover lawyers, worries 
about “takeover abuses”. Whatever the 
_ view, one. thing is clear: the wave of 
takeovers seen in recent years has proved 
unexpectedly persistent. 
~The conventional wisdom in 1985 was 
poat the year’s $175 billion-worth of deals 
would mark the peak. This year the total 
will pass $200 billion. According to Mor- 
` gan. Stanley, . an investment bank, hostile 


For the ‘stockmarket, 
re the only game in.town. 
few examples. In October, 
arl Icahn staged an $8 billion bid for 


: i of ‘$188m “this year, 
bought Allied Stores, an American retail- 
-cer whose 1986 sales are estimated at $4.5 
“billion, Wickes Corporation, a building 
and components company, made two 
Asqls in the week to November 12th. It 
ught Lear Siegler, an aerospace firm, 
“$1.7 billion in cash and Collins & 


US company: 
{35 takeovers 


H Fs 
B5 Best. 


IDO information Services: Morgan Stante 


NEW YORK 


Aikman, a textile company, for $1.2 
billion. 

America’s tax reform has caused some 
to hurry to make bids before the rise in 
capital gains tax at the year-end. But that 
is only part of the explanation for the 
rush. Companies and raiders are encour- 
aged, among other things, by the Reagan 
administration’s disinclination to invoke 
the antitrust laws and by a strong stock- 
market which likes takeovers so much 
that it often bids up the price of the 
acquiring company: as well as that of the 
acquired, 

None of this would make takeovers and 
restructuring possible unless the money 
was available to finance them. It still is. 
This means institutional, and increasingly 
retail, investors’ willingness to buy the 
junk = (below-investment-grade) bonds 
used by predators to raise funds. Drexel 
Burnham Lambert, which was the first 
investment bank to spot the potential of 
junk bonds..and which still has a more 
than 50% market share, reckons junk is 
now. a $100 billion-125 billion market. 
This year some $35 billion of junk paper 
will be issued, twice the issue in 1985. 

Investment banks say there are 60 big 
institutions willing to buy junk. They 
include blue-chip names like Prudential 
of America and Equitable Life (two in- 
surance giants) and Fidelity and Putnam 
(both Boston-based investment compa- 


junk bond issues 


` nies), Prudential has a high-yield mutis 


fund investing in junk bonds and wort 
over $1:7 billion.. 

Despite the pejorative label, investo 
seem happy owning “junk”. 
issues still offer a coupon of i 
pared with a yield of 7.6% on lon 
Treasury ie Most i inv 


the. rising sue i res tse 1 
falling interest rates. Though a few j 
bonds haye wrought heavy losses 


row over r$3 billion to’ pea sien at ab ut 
a 30% premium $2.5 billion of junk bond: 
issued in January to pay for a share buy: 
back programme. Union Carbide bought 
back 55% of its equity when threatened 
by a hostile takeover. Add in an up-to- 
15% couponand this has given investors-a 
gain of over 40% in ten months. 

Institutional investors see junk as li 
equity with a coupon attached rather tl 
as an ordinary bond. The risks are high 
than on ordinary corporate bonds, more 
of a bet on the prospects for a company’s 
business (ie, its ability to service its. deb 
than on interest-rate trends and the like, 
Prudential has carried out a study which | 
indicates that returns on high-yield:bon 
are at their best in a recession. 

Much more risky than junk, though less.) 
talked about (since it has only just'st 
ed). is the growing willingness of invest- 
ment banks to bet their own capital on 
takeovers by arranging bridge financing — 
and profiting hugely from the spread. 


junk bond yields 
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Sir James, renaissance manager 


between cost of funds and loan interest. 
First Boston was prepared to commit $1.8 
billion in the Allied Stores bid (see box). 
Merrill Lynch has pledged $1.9 billion to 
Sir James Goldsmith in the Goodyear bid 
in exchange for acting as adviser. 

Investment banks are doing this for at 
least three reasons. First, to fight against 
Drexel’s dominance of takeover finance, 
by offering bidders up-front financing. 
Second, it is a way to persuade clients to 
drop old relationships and to hire a new 
bank as adviser on a deal, with the 
accompanying fees. Third, the potential 
profits from investments are large. 

Where will the takeover fever end? For 
the moment there seems no limit. Sir 
James Goldsmith says he could easily 
have raised twice the $4.7 billion he has 
lined up for Goodyear. Short of painful 
restructuring, the defences available for 
vulnerable firms look increasingly bare. 
The Securities and Exchange Commis- 
sion has just ruled that the (much diluted) 
poison-pill defences act against the inter- 
ests of shareholders. Far from peaking, 
takeover fever promises to spread as Wall 
Street’s investment banks apply their test- 
ed techniques outside America. No sur- 
prise, then, that Drexel Burnham Lam- 
bert has been holding a seminar on junk 
bonds in Japan. 


London Stock Exchange 


Consenting adults 


Good sense has prevailed at the London 
Stock Exchange. On November 12th, the 
electorally active among the 5,400 mem- 
bers of the exchange voted—their last 
chance ever to do so as individual mem- 





The fruits of junk 


Investment bankers on Wall Street are 
making a mint by lending money to 
finance their clients’ takeovers, or by 
investing their own money in highly 
leveraged companies where the return 
on equity can be astronomical. Here are 
two examples of how money has been— 
or promises to be—made. 

First Boston recently agreed to use 
$1.8 billion of its capital to help Cam- 
peau buy 50% of Allied Stores’ shares. 
The first $900m came from First Boston 
borrowings, including the sale of its own 
commercial paper at an interest rate of 
5i-6%, the proceeds from which were 
lent to Campeau at an interest rate of 
over 12%. First Boston expects to be 
repaid in several months time, when the 
firm arranges a $900m junk bond financ- 
ing for Campeau. 

The second $900m tranche was provid- 
ed from First Boston's not-so-petty cash 
hoard. However, a week later, when 
Campeau actually had to pay for the 
stock, this tranche proved not to be 
necessary. At the last moment, Citibank 
decided to give Campeau a $900m mar- 
gin loan using the Allied stock as collat- 
eral. No matter: First Boston will make 
$50m in fees on the deal. Later, it could 
coin a further $50m from two sources: a 

% fee for selling $900m of Campeau 
junk bonds; and the spread between its 
cost of money and interest proceeds on 
its loan to its clients. 

Meanwhile, Morgan Stanley has 
teamed up with Jefferson Smurfit, an 
Irish paperboard producer, to buy Mo- 


bers—in favour of reforms needed to 
pave the way for the exchange’s merger 
with the International Securities Regula- 
tory Organisation (ISRO), which groups 
180 international securities houses in 
London. The two organisations will now 
join under one regulatory banner, the 
Securities Association and one exchange, 
the International Stock Exchange. This 
should serve London’s ambitions to be- 
come the world’s leading international 
stockmarket. 

The vote held by the members of the 
Stock Exchange was not over the merger 
itselfi—that was a matter for the ex- 
change’s 52-strong elected council, 
chaired by Sir Nicholas Goodison. But 
the decision to merge required two consti- 
tutional amendments which needed a 
general vote, with support from at least 
75% of votes cast. So approval for the 
reforms meant tacit approval for the 
merger. 

The first and biggest reform concerned 
the nature of membership of the ex- 
change, mutually-owned until now by 
individual members. If the large ISRO 


NEW YORK 


bil’s Container Corp of America for $1.1 
billion. Jefferson Smurfit and the Mor- 
gan Stanley leveraged equity fund, 
owned in part by CIGNA, an insurance 
giant, put up $10m each in cash and the 
remainder was raised by issuing debt. 
Each now owns half of Container Corp’s 
equity. Morgan Stanley has sold $680m- 
worth of debt for their holding company 
for Container Corp, called ssc/Ms Hold- 
ings. At one point, Morgan Stanley held 
$100m in junk bonds on its own books 
before buyers appeared. 

Morgan Stanley and Jefferson Smurfit 
are not obliged to assume any risk for 
servicing the debt, however. Container 
Corp will have to cut costs or sell assets 
to generate sufficient cash flow. And the 
Morgan Stanley leveraged equity fund is 
a limited partnership, so its liability for 
Container Corp is limited to its invest- 
ment of $10m. 

The potential gains are huge. Jeffer- 
son Smurfit’s shares have already almos 
doubled, raising the value of its equity by 
about $700m. In view of this market 
response, and its projections of Contain- 
er Corp’s earnings, Morgan Stanley be- 
lieves its $10m investment could become 
$600m in five years, equal to a third of 
Morgan Stanley’s $1.9 billion market 
capitalisation today. 

In the meantime, Morgan Stanley has 
already received an $11m fee for arrang- 
ing the takeover, and a $20.4m fee for 
underwriting the junk bonds. Morgan 
Stanley also will get a $1m annual advi- 
sory fee. 


Eurobond houses were going to join, 
individual membership had to be passed 
up in favour of corporate membership. 
For this, the old system of unlimited 
liability had to be swapped for limited 





Sir Nicholas, merger master 
THE ECONOMIST NOVEMBER 15 1986 
dman wrt Be d f e TEEN as DEA 






rporate liability. This was passed, with 
% of votes in favour. ; 

The second resolution concerned the 
erms of compensation offered to mem- 
bers for surrendering their voting rights in 
the new exchange. This vote was a closer 
ng, beating the 75% mark by five 
tage points. Some brokers who 















The latest. changes that slipped through 
| parliament in late October did not offer 
¿: the drama (or farce) of London’s coinci- 
dent Big Bang. But three new laws will 
help to strengthen the bourse and chan- 
nel more funds to small and middling- 
sized companies. 
One law sets up a new. stockmarket 
segment called the geregelte Markt (regu- 
lated market), with effect: from next 
May. That may seem superfluous when 
‘the market already has three layers: a 
for companies with an official 





top level, but will compel them to dis- 
‚close quite a lot of information.. In. due 
course, this will probably replace the 
. present second tier. ; 

<o A second law (with the snappy title of 
yesetz liber Unternehmensbeteiligungs- 
_gesellschaften) aims to boost the flow of 
“venture capital to small businesses that 
are not yet ripe to go public. A third law 
makes it a bit easier for institutional 
investors, notably the rich insurance 
‘companies, to direct a bigger share of 
their funds into equities. 
<o These steps alone will not work won- 
ders.but they form part of a pattern of 
-cincreasing change in the stockmarkets. 
| This summer the eight regional German 
exchanges managed to form a joint asso- 
= elation, after years of bickering. Its main 
. task is to create a nationwide, electronic- 
cally-linked market. It will also issue 
=< consistent and comparable statistics, lob- 
«bythe government (for instance, to abol- 
Ash the hated stock-exchange turnover 
_~ tax) and present a single front abroad. 
ae arket is getting fresh blood, too. 
























were happy to g the merger 
were nevertheless peeved at the compen- 
sation payment, a flat sum of £10,000 
dished out to each member on retirement 
at 60. Even those optimistic about infla- 
tion admitted that the sum looked mean 
to, say, a 40-year-old: 

Many also think that the level of en- 


"Fresh air for Germany's stuffy stocks 


ermany is working to refresh its stockmarket, lampooned until 
ecently as small and boring. This promises to improve the supply side of 
arket by encouraging more companies to list their shares. On the 
emand side, despite good prospects for German share prices, foreign 
investors, rather than German ones, lead the market 


Until recently, few new companies chose 
to go to the stockmarket. Potential can- 
didates (especially family businesses) 
were put off by high costs, bureaucracy 
and stringent disclosure rules. The 
change began in 1983, when there were 
12 new entrants with an issue volume of 
DM319m, In 1984, the new issue volume 
soared to DM1.7 billion; in 1985, to 
DML1.8 billion; this year, it could top 
DM5 billion ($2.5 billion). 

This year's figure is swollen by the 
Feldmihle-Nobel issue (the former Flick 


West German stockmarkets 
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industrial group), which alone accounted 
for nearly DM2 billion. But other new 
entrants represent a good spread—eg, 
Escada (clothing), Massa (supermar- 
kets), Oberland Glas (special glass) and 
Puma (sports equipment). Lots more are 
waiting in the wings. some formed using 
venture capital a few years ago and now 
almost ready for the bourse. 

The government is also doing a bit 
(though not enough) to make good its 
pledge to put state holdings into private 
hands. This year’s offerings include part 
of VIAG, .an-energy and aluminium firm, 
and 1vG, a holding company. More and 
fuicier-offerings on the way _include.a 















trance fees to the new exchange } 
for the not-so-poor IsRO houses. T 
charges begin at £10,000 for firms: 
fewer than ten dealers, and go up to a 
maximum of only £50,000 for the largest 
firms. Compare that with the $7m for a 
seat in Tokyo. 

But the present exchange membershi 


























BONN 





further slice of Veba (energy) and Volks- 
wagen. However, internal government 
squabbles have so far prevented privati- 
sation of Lufthansa, the airline. Sie 

Conditions over the. past four years 
have been ideal for the 
bigger and moré varied 
tre-right coalition came to 
1982 after 13 years of centre 
economy has grown steadily 
inflation; share prices have r 
ly, encouraging companies to go to tl 
bourse and solid savers to start dabbling f 
in shares. But beware of assuming Ger 
man investors have dropped all. their 
traditional. caution to become keen 
stockmarket players. Their attitudes 
have changed a bit but it is still foreigners 
that make the running. 

Arab investors oiled the wheels, 
plunging a net DM1.4 billion into Ger: 
man shares in 1981. As the oil ‘price 
collapsed, the sheikhs became sellers, 
but other foreigners have moved. in 
strongly. Since the start of the bull 
market in 1982, more than DM11 billion’ 
worth of German shares have been 
bought from London (not just by British 
investors). 

The Swiss and Americans are big play- 
ers too; the Japanese less active, so far. 
In the bond market, foreigners are the 
biggest single group of investors, buying 
DM31.5 billion-worth of domestic bonds 
last year, compared. with DM13.8 bil- 
lion-worth in 1984. Small wonder that 
foreign banks have recently been let into 
the federal bond consortium. 

What will happen to the market if the 
foreigners retreat? That is a nasty ques- 
tion for the Germans but not a pressing, 
one. The bull market has life in it yet, 
despite anxious pauses this year.. The 
economy is chugging ahead inflation- 
free (though it may start to run out of 
steam from mid-1987); the centre-right 
coalition in Bonn looks likely to be 
returned in the general election on Janu- 
ary 25th; and investors in D-Mark assets 
can fairly hope for more exchange-rate 
gains, at least against European curren- 
cies and perhaps against the dollar too. 

Besides, foreigners have got used to 
diversifying into German shares and are 
unlikely lightly to stop doing it. That 
gives the Germans more time to shape 
the kind of stockmarket they want. Their 
bang is long rather than big but it has a 
reassuring resonance. 
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is in no position to haggle with the council 
over compensation, nor the council to 
bully ISRO over entrance fees. After shun- 
ning the young Euromarket in the 1960s 
and voting down similar reforms last year, 
the Stock Exchange has a history of 
missing the boat. It could not afford to 
miss this one. 

Britain’s new Financial Services bill, 
four years messily in the making, came 
into law on November 7th, for implemen- 
tation in the summer of 1987, The bill 
calls for all securities firms to register with 
a self-regulatory organisation and a re- 
cognised investment exchange. By dou- 
bling up, the Stock Exchange and ISRO 
can save on administration costs. More 
important for the exchange, the merger 
avoids the threat of being deprived of the 
ballooning trade in international equities. 
Securities houses affiliated to ISRO at 
present run about 60% of that business 
outside any exchange, in over-the-phone 
dealing. 


Exco and W. I. Carr 


Last out, please 
turn off the lights 


Since Mr John Gunn, Exco’s boisterous 
chief executive, left for British and Com- 
monwealth Shipping last year, the finan- 
cial services group has had its difficulties. 
Earlier this month, Swiss Bank Corpora- 
tion (SBC) hired more than 30 staff from 
W.I. Carr Overseas (WICO), Exco’s stock- 
broker which specialises in Far Eastern 
shares. Since Exco took full control of 
wICO, more than 50 people have left. 

The latest exodus—including the de- 
parture in October of a seven-person 
convertible-bond team to Barclays de 
Zoete Wedd—follows the recent failure 
of an effort by WICO senior management 
to arrange a buy-out from Exco, with the 
intention of selling the stockbroker to a 
foreign suitor. Both spc and Banque 
Indosuez are said to have bid for wico, 
but Exco’s management, led by Mr Bill 
Matthews since Mr Gunn's departure, 
declined to sell. Exco did not want more 
‘cash: it is already sitting on £320m in 
proceeds from selling its stake in Tele- 
rate, a financial information service. 

Some WICO executives wanted their 
firm to break loose because they felt Exco 
lacks direction, Others became disen- 
chanted by the briskness of Mr Richard 
Bradley, chairman of wico. A former 
captain in the SAS, an elite section of the 
British army, Mr Bradley helped dissuade 
Exco in 1984 from buying Wood Macken- 
zie, a leading stockbroker—a deal which 
Mr Gunn, when at Exco, had nearly 
clinched. 
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Although wico provides only 5% of 
group profits, which Morgan Grenfell 
Securities estimates this year at £73m, it is 
one of Exco’s three principal businesses 
(alongside the successful money-broking 
and forfaiting companies). Its problems 
will increase criticisms of Exco’s manage- 
ment. Exco’s recent purchase, for £22m, 
of the London and Hongkong bond- 
broking business of Purcell Graham 
failed to still critics who think that Exco 
does not know what to do with its cash 
mountain. 

Exco has had other setbacks. First, its 
attempt to merge with Morgan Grenfell 



















































On November 10th, Morgan Grenfell, 
the City investment bank, asked for the 
resignation of a senior executive of the 
company, Mr Geoffrey Collier, because 
he had broken the house rules on securi- 
ties dealings. Mr Collier had dealt in 
shares through another broker, Scrim- 
geour Vickers, which is owned by Citi- 
corp. Morgan Grenfell prohibits any 
dealings through outside firms. 

Mr Collier ordered a purchase of 
shares in AE just before the engineering 
group announced an agreed takeover bid 
from Mr Robert Maxwell's Hollis group, 
which was being advised by Morgan 
Grenfell. The order was placed shortly 
before his departure, through an off- 
shore nominee company, and would 
have netted him a profit of several thou- 
sand pounds—loose change compared 
with his salary-plus-bonus of £300,000 a 
year. The bargain has now been undone. 
Mr Collier offered to resign from the 
Stock Exchange but this was declined. 
The Exchange has taken a formal and 
closer look at Mr Collier's investments, 
It has drawn the matter to the attention 
of the Department of Trade and Indus- 
try, a move which often signifies the 
Stock Exchange's concern about a possi- 
ble misuse of privileged information. 

It is much to Morgan Grenfell’s credit 
(and will do its reputation no harm) that 
it acted swiftly and without favour. Mr 
Collier, a director of Morgan Grenfell 
Securities, had the reputation of some- 
thing of a whizz-kid. Before joining 
Morgan, he helped set up the New York 
office of the then named Vickers da 
Costa, which is now part of Scrimgeour 
Vickers. 

Mr Collier was not caught out by the 
so-called compliance department of ei- 
ther Scrimgeour Vickers or Morgan 
Grenfell. Somebody at Scrimgeour knew 
of his connection with the nominee com- 
pany and shopped him, Compliance offi- 
cers are in-house watchdogs-cum-sleuths 
who enforce rules for employees’ finan- 
cial dealings (eg, not dealing in the 
shares of companies which are corporate 
clients). 

Critics of Big Bang are already getting 
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had to be called off because of the Bank 
of England's “O’Brien” rules, which pro- 
hibit a bank from owning a money bro- 
ker. Then wico’s Tokyo office lost £9.1m 
when a client could not meet its side of a 
stock transaction. And two investors took 
unwelcome stakes in Exco: Mr Khoo 
Teck Puat from Malaysia a 29.9% holding 
and the Belzberg brothers from Canada a 
10% holding. 

wico’s resale value has fallen because 
of the exodus. One analyst reckons that 
when foreign banks were trying to buy 
wico, earlier this year, it could have 
fetched £60m-70m. But now it might fetch 






hot under the collar about Mr Collier’s 
dealings. They need not. It is the kind of 
thing which happened before Big Bang 
and will doubtless happen again. But 
some lessons can be learned. Securities 
houses could: 

@ Lay down stiffer rules for dealing on 
behalf of nominee companies. They 
should refuse to deal unless they are told 
the beneficial owner of the company. 

@ Cultivate closer co-operation between 
compliance departments of rival firms, 
even swapping lists of senior personnel 
who are likely to. be in possession of 





Collier, neither first nor last 


price-sensitive information. 

@ Discourage the “hear-no-evil, see-no- 
evil” attitude prevalent in most financial 
markets, which means that employees 
are loth to report colleagues even when 
they know they are acting either unethi- 
cally or illegally. 

@ Insist that all employees inform the 
compliance office before they buy or sell 
stocks, rather than simply lay down 
(sometimes ambiguous) guidelines for 
dealing. 

Compliance officers in London al- 
ready talk to each other regularly. Many 
hope that this will eventually lead to the 
exchange of information, ideas, suspi- 
cions and assistance. 
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Shiny hide attaché case. Size 17" x 1249" x 314" 
Leather lined. Black, burgundy or brown. £420 (export £365.22). 













Heavy brass pen stand/paperweight£3750 
(export £32.60). 7 

ols elof 3 orl address books, 
Black, burgundy or blue. Book size 44" x2". 
£49.50 (export £43.04). 











Gold tooled leather interior. 
Black, navy or pigskin. 
£320 (export £278.26). 









If you have sterling funds to invest, find out about the 
Sterling Money Account managed by offshore bankers, 
Tyndall & Co (Isle of Man) Ltd. 


You earn high interest (the result of Tyndall Group's 
muscle in the money market) and enjoy the convenience 
of a cheque book for all normal banking services, including 
instant access to your funds, and payment of large bills 
(minimum cheque £250). The account can also be used for 
standing orders. 


Investment is in UK banks, local authorities and 
building societies. Interest is credited four times a year, with 
the interest itself earning interest to give you an even higher 
return (currently 10.78%). Post the coupon for details. 







































Calf travel Bridge set. Shiny calfskin A4 folder pad. 





































Complete with cards, Solar powered calculator, 1244" X 914" closed, * Rate at time of going to press. 

6A" x 414” closed. Black, burgundy, brown. A TA A LT NIN HERE MEI MR ODEDA “aOR 

£63.50 (export £55.21). £147.50 (export £128.26). To: Tyndall & Coa. (Isle of Man) Ltd, Dept 
PO Box 62, Tyndall House, Kensington Rd, Douglas, 
| Isle of Man, U.K. Tel: (0624) 29201. Telex: 628732. | 
| Please send me details of Tyndall Money | 
Eeg Accounts. Sterling O US Dollar O 
a | Name | 
sprey | Aas | 
PLO 











4163-169 New Bond Street, London W1Y OAR. Telephone, 01 493 6767 Cables’ Telex, 25110 ASPREY G. 
153 Fenchurch Street, London ECIM 68B. Telephone, 01 626 2160, Cables, 25110 ASPREY G. 
40 Rug du Rhône, Geneva. Telephone, 28 72 77. Telex, 428165 JONA 
725 Fifth Avenue, New York NY10022. Telephone, 212 688 1811 Telex, 421990 ASPREY 






TEAS 


oe eee eee 


Tyndall & Co. (Isle of Man) Ltd 


BB 


















Your MBA atthe a 
Rotterdam School of Management 
The Rotterdam School of Management of the Eras- 


mus University is a leading academic institution for 
management education in Europe. 














CH -7514 Sils-Maria (Engadine /Switze: 
The school offers a two year International MBA program in Phone: 01041-82-453 31 -Tx 74 44 
General Management inthe English language leading to the : : ey 
degree Master of Business Administration. The program re- Per sonally managed by the Owners 
quirés a full time involvement for two years. R. Kienberger, F. Dietrich & Family 


If you consider yourself a talented graduate in engineering, z ; a : DN 
natural sciences, social science; law or arts (work experience An extraordinary hotel with turn-of- the- century charms 


is recommended) and if you're interested in an international and modern day comfort, beautifully located among 
career, fill in the form for more information. the mountains and lakes of the Engadine Valley 
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e7 ERASMUS UNIVERSITEIT ROTTERDAM 
ROTTERDAM SCHOOL OF MANAGEMENT S e 
INTERFACULTEIT BEDRIJFSKUNDE Prom ‘our visitors books 


3 ~ Please send a brochure of the International MBA program “Since then our visits have been: 














Marvellous possibilities for hiking and excursions- 
Indoor swimming pool-4 tennis courts (1. covered)- 
Children’s nursery. 2.0000 © 

Summer season from June 7th until Oct. 19th 
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l General Management ofthe Rotterdam School of Manage- I the high-spots of our lives,” 
j ment/Interfaculteit Bedrijfskunde, 
l Name: pi eee l 
eT ROOTS anioe mae = 
| City: m eas i 
I Nationality: . o or = I 
: Country: W = l 
Send it to Erasmus University Rotterdam School of l 
| Management - Attn. Anita Noordzij - Burg. Oudiaan 50 I 
l 3062 PA Rotterdam, The Netherlands 
Phone: 31 .- (0)10 -408 19 27 l 
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CELEBRATE THE FESTIVE SEASON WITH ea Saget 
THE SAVOY GROUP OF HOTELS AND ASSOCIATES 


In London The Savoy is but one of four prestigious hotels owned by The Savoy Group of Hotels. 
Others include Claridge’s in the heart of Mayfair and The Berkeley in fashionable Belgravia. — 
In Cotswold country, near Stratford-upon-Avon, there is The Lygon Arms, a splendid 16th century Inn. 
In Paris there is The Lancaster, just off the Champs Elysées. In Hamburg our renowned associate the . 
Vier Jahreszeiten. 
Each hotel provides the traveller, on business, pleasure or both, with unparalleled comfort and 
attentive, discreet service. Reserve now. Celebrate the festive season in style by extending your stay. 








several tens of million pounds less. w- [7 


-CO's operating profits for the past three 
years have been steady at about £5m 
_ (excluding the £9m extraordinary loss this 
year), In its heyday, wico was famous for 
‘its research. Its main business is supplying 
Japanese and South-East Asian stock to 


_Exco remains a takeover target, which 
why its share price is trading at less of a 


a said to have expressed interest in 
bidding for it. 


Clockwise 


SINGAPORE 


Time waits for some more than others, In 
battle to be the Asian time zone’s 
_..2most futures market, the Sydney. Fu- 
tures Exchange (SFE) has a natural advan- 
tage. It is two (in summer, three). hours 
closer to America’s trading hours than the 
Singapore International Monetary Ex- 
change (SIMEX). In late October, Sydney 
Taun two new. futures contracts: in 
Treasury bonds and in three- 
Eurodollar deposit rates. With 


am from November 11th, the Austra- 
ans are hoping to grab 24-hour traders. 
‘The Singaporean response is typical: to 
work longer hours. C 
_ Sydney’s new contracts are both fully 
fungible ‘into’ contracts. on. the London 
International Financial Futures Exchange 
(LIFFE). In futures-speak, this means a 
contract can be opened in Sydney and 
settled in London. SIMEX’s T-bond con- 
tract.(launched a fortnight ahead of the 
«rr’s) is not fungible to London’s. But, by 
fg a night trading session from 
-pm until 11.00pm, which corresponds 
to 7.15am until 9.00am Chicago time, 
SIMEX now allows traders to switch direct 
to the Chicago Board of Trade’s market 
when Singapore closes. 
“< Links with the Chicago Board are im- 
portant because it is the world’s biggest 
market for T-bond contracts. 
Sydney nor Singapore’s contracts are fun- 
gible with the Chicago Board's, but Syd- 
ney and London have high hopes of 
negotiating a link with the CBT soon. 
Singapore would then have a problem. It 


is tied up for other contracts (eg, currency. 
futures) with the CBT’s arch rival,.the- 


Chicago Mercantile Exchange, wh 
does not trade T-bond futures. 


_ Singapore has greater international ex- 
ri , a wider range of contracts anda 


Neither . 


i on. from. trading in 
currencies, the first really global market, 


to trading in government bonds. Though 


no official statistics exist, daily trading in 
‘American Treasury bonds in London is 
` believed to have increased almost ten- 
fold in 1986 to $3 billion, that in yen 
government bonds fivefold to $2 billion. 
Tokyo comes a close second in offshore 
bond trading, turning over around $2 
billion-3 billion a day in Treasuries. 

Yet even these volumes are tiny com- 
pared with trading at home: $60 billion- 
70 billion a day in America for Treasur- 
ies and $25 billion a day in Japan for yen 
government bonds. Round-the-clock 
trading still lags behind the technology 
that made it possible. and the talk that 
-made it fashionable. Currencies came 
first because they are homogeneous, 
familiar and tradable in huge quantities. 
Government bonds are a natural next 
move because they, too, are fairly homo- 
geneous and plentiful. 

Two further developments were need- 
ed before trading could take off. One 


was America’s abolition in 1984 of its 
15% withholding tax on bond interest 
paid to non-residents. The other was the 
proliferation of futures contracts in 
which cash purchases of bonds overseas 
could be hedged, such as the Treasury 
contracts at the London International 
Financial Futures Exchange (LIFFE), the 
Singapore International Monetary Ex- 
change and now the Sidney Futures 
Exchange. 

A third boost has come from the rise 
‘of Japan as a financial force. Thanks to 
the country’s cash surplus, institutions in 
Japan made net purchases of $19.2 bil- 
lion-worth of American Treasury notes 


„more innovative record than Sydney. A 


weakness is that SIMEX, which normally 
trades 5,000 or so contracts a day, has no 
local market behind it. By contrast, the 

FE began life in 1960 to meet the needs of 
Australia’s enormous wool and cattle in- 


and bonds in 1985, three times 1984's net 
purchases. That net investment encou 
aged trading of bonds in Tokyo while _ 
New York slept, especially during. the 
dollar’s long slide from September 1985, 
as Japanese holders became keen to reap 
capital gains on dollar bonds tọ offset 
currency losses. 

London has nonetheless eased past < | 
Tokyo in the past year as the main centre 
for offshore bond trading. One reason is 
the lack of a futures market in Japan fo 
anything except yen government bonds. 
Another is that London is already the 
largest centre for trading foreign ex- 
change and Eurobonds: It has more- 
international investors than New York. . 
or Tokyo, which serve a more domestic 
market. 

Trade in London in yen bonds has.also »: 
been spurred by a sales tax of 0.03% 
imposed on bonds sold in or into Japan. 
This sounds small but means a lot t 
bond traders. It can be avoided by any 
investor, including Japanese banks’ for- 
eign subsidiaries, who buys the bonds- 
offshore. As a percentage of daily trad- 
ing at home, trading of yen bonds off- 
shore is bigger than that for Treasuries. 

Obstacles remain for yen government 
bonds: Japan levies a withholding tax of 
20% for bond interest paid to non- 
residents; no such tax is levied on Eur- | 
oyen bonds. If this was abolished and. 
more yen bond futures contracts were to: ` 
emerge (contracts at LIFFE and in Chica- 
go are still on the drawing board), trad- 
ing could soar. 

To help internationally-minded bond . 
investors, on. November 11th Salomon 
Brothers, a New York investment bank, 
set up a combined index of total returns 
on government bonds of nine main cur- 
rencies, weighted according to the value 
of bonds outstanding in each currency. 
The idea is that bond portfolio managers ; 
can measure their performance against f- 
the index, or, more passively, could 
invest in the bonds that comprise it, 

For the moment, British gilts are rare- 
ly traded offshore. This could change 
now that Britain has deregulated its gilts 
market to allow American and Swiss 
(and eventually Japanese) primary deal- 
ers. New foreign firms in the market are 
keen to sell gilts to their domestic clients. 
Offshore interest in D-mark government 
bonds is also apparent. On some days, 
London, as the hub of dealings in inter- 
national capital markets, pulls in more 
business in these D-mark bonds. than 
does Frankfurt. 


dustries. It now trades around 20,000. 
purely domestic contracts each day. With 
that domestic backing, it is surprising that 
Sydney has not cleaned up in Far Eastern 

financial futures long ago. 
_ Perhaps it never will, despite importi 








Singapore wants America in front, too 


some Chinese dealers from Hongkong. 
The opening day (October 30th) of the 
SFE’s Eurodollar contract saw a miserable 
volume of 369 contracts. Undaunted, the 
Sydney exchange reckons it can achieve 
9,000 T-bond contracts a day within a year 
(on its first day, 2,136 were traded, dwin- 
dling to 200 by the third day). Not only 
are Sydney's T-bond and Eurodollar con- 
tracts designed to lure business away from 
Singapore, but from November 20th it 
will offer a gold future linked to the New 
York Commodity Exchange. If the gold 
contract succeeds, it will embarrass SI- 


Investing in wine 


MEX, whose own gold contract is virtually 
dormant. 

Ultimate victory depends on the timing 
and scale of financial deregulation in 
Japan, where residents are at the moment 
barred from trading futures outside the 
country. Most people think that there is 
room for two, or perhaps three, ex- 
changes in the Asian time zone. Add 
together Singapore, Sydney and Hong- 
kong (which is planning to launch Euro- 
dollar, yen and D-mark contracts next 
year), and there are three already. If 
Tokyo opens up, there will be four. 





New money in old bottles 


Investing in wine is as old as good brandy. 
Throughout the centuries, people have 
stored their favourites, drinking half and 
selling the other half to pay for future 
purchases. It has recently proved surpris- 
ingly profitable. This has persuaded new 
tasters-cum-investors to inaugurate a 
more professional approach to the man- 
agement of vintage wine. 

A glance at Decanter magazine's “Bor- 
deaux Index”, an index of the most 
actively traded clarets and a would-be 
wine investor’s best price gauge, could 
lure even the teetotaller to the bottle. A 
£10,000 investment in July 1978 in the 
index’s selection of Bordeaux red wines, 
the most consistently profitable sort, 
would have appreciated to £43,300 by 
mid-1986, outpacing the FT ordinary in- 
dex of London’s stockmarket (see chart). 
Some cases can be more impressive: 12 
bottles of Chateau Palmer 1961 bought 
for £68 in 1971 now fetch up to £2,400, a 
spurt of 3.400%. 

The challenge, as in all investment, is 
to spot undervalued products. The extra 
problem is to resist the temptation to 
drink it. In Britain, sophisticated invest- 
ment schemes have been blended to serve 
financial and gourmet interests. Firms 
like Magnum Fine Wines and Hungerford 
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Wine offer investors the chance to buy a 
recommended batch of wines. The wine is 
held in bond, though buyers can take and 
even drink it if they prefer. The firms 
send regular “tasting notes” on the in- 
vestment’s value. 

Like a fund manager, Mr Nicholas 
Davies of Hungerford Wine assembles a 
portfolio, mainly of new wines from sev- 
eral chateaux. A portfolio might include a 
dozen cases of 1985 claret for long-term 


duly 1978 = 100 


Bordeaux index: 


Source: Decanter Magazine * Average London auction price 





investment and maturing; a drop or two 
of a vintage that looks undervalued, like 
Pinchon-Lalande 1983; and a few ports, 
which usually account for 20% of a pack- 
age’s value. 

The obvious pun does not hold; wine is 
not a very liquid asset. But, except in the 
mid-1970s when wine values halved just 
as oil's value quadrupled, prices have 
risen remarkably consistently. Connois- 
seurs say it has been hard to lose money in 
the past decade. A well-stocked cellar 
can, after all, ease the pain of hard times 
better than a unit trust. Few fund manag- 
ers would suggest eating worthless share 
certificates. If investors are careful, no 
tax is levied on profits from wine invest- 
ment because, with a life expectancy of 
less than 50 years, it is considered a 
“wasting asset”. That assessment is at the 
discretion of the tax inspector, so it pays 
to drink one bottle of a portfolio in order 
to have it reckoned “ for personal use” 
rather than for trading. 

Bordeaux reds have appreciated most 
consistently. Unlike for Burgundy 
Beaujolais wines, French law controls ...- 
quality of clarets—vintages not up to 
scratch are mixed and labelled according- 
ly. With eager sippers chasing a finite and 
diminishing supply of any given year 
(because some of it is always drunk), the 
price is likely to rise over the long term. 
There are investment costs to reckon 
with. Combined storage and insurance 
schemes range around an annual figure of 
£4 per case, and when the auctioneer’s 
gavel drops he takes a fee of 10-15% of 
the wine’s price. 

The market for this year’s wine is a 
mite depressed, in part because of good 
weather. Trading focuses on auctions in 
London, but many of the buyers are 
Americans. Increased purchases from 
continental Europe have not balanced the 
effects of the weaker dollar, so prices 
have fallen. A succession of sunny French 
summers since 1980 has produced a str’=* 
of quality vintages. This has meant th: 
with cellars full and pockets empty afte. a 
binge on excellent 1982s and classic 
1985s—devotees are a bit short of cash for 
further purchases. Lack of awareness lim- 
its the arrival of new investors. Purists 
welcome the lull. When prices spiral, 
those most interested in profits cannot 
afford to drink, According to Mr Duncan 
McEuen, director of Christies’ wine auc- 
tions in London, “the cork-screw has 
been locked up”. 





Correction: Associated Newspapers 

In an article on Mr Robert Maxwell (Nov- 
ember | 1986), we said that Mr Maxwell had 
been thwarted from bidding for Associated 
Newspapers in 1982. In fact, the firm con- 
cerned was Associated Communications. 


Sorry. 
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SCIENCE AND TECHNOLOGY 





Making babies is hard to do 


It is now nine years since the ingredients 
of Miss Louise Brown were mixed on a 
laboratory bench in Cambridge. The ex- 
traordinary process that made her birth 
possible—in vitro fertilisation (1vF)—has 
developed considerably since then, but 
still has a long way to go. 

IVF, or test-tube conception, is widely 
available. Since the birth of Miss Brown, 

first test-tube baby, in 1978, about 

J0 IVF clinics have opened around the 
world. America, Australia and Britain 
have the most. But despite the popularity 
of the technique, the chances of a success- 
ful pregnancy after IVF are slim. Only a 
few infertile couples get to try it. 

There are several reasons why. IVF is 
usually a last resort—and the average age 
of the women who undergo it is 33. As 
women grow older, the risk of complica- 
tions in pregnancy increases, and a suc- 
cessful fertilisation stands a greater 
chance of ultimate failure. IvF has until 
recently concentrated on infertile wom- 
en. So half of all infertile couples are left 
out: those in which men are responsible 
for the failure to have a child. 

Scientists have made only small im- 
provements in the procedure, and it still 
fails most of the time. In the past five 
years, the chances of a successful birth 
after IVF have risen from 5% to 15%. 

principle, IVF is simple. First, extract 

ply of healthy eggs from a woman’s 
ovaries. Fertilise them by mixing in some 
sperm from the father-to-be. Then place 
the fertilised eggs in the womb of the 
mother-to-be. With luck—you need luck 
for normal procreation, too—the ferti- 
lised eggs will bury themselves in the wall 
of the womb, and normal development 
can begin. In practice, IvF is full of 
pitfalls. Doctors have to get three things 
exactly right: drugs for the woman; cul- 
turing conditions for the eggs and embry- 
os; and the surgical procedures. 

The biggest advance came a few years 
ago with the invention of a cocktail of 
drugs known as gonadotrophins. These 
are hormones secreted by the pituitary 
gland and the placenta to stimulate egg 
production. The cocktail simulates the 
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early events of the menstrual cycle. In 
theory, the “‘superovulation” which go- 
nadotrophins cause increase the chances 
of extracting an egg and achieving a 
pregnancy—since more than one embryo 
can be placed in the woman’s womb. 
Unfortunately, this increases the chance 
of a multiple birth. 

About 35% of those women rejected 
for IVF do not respond to the cocktail. 
This is because their natural gonadotro- 
phins interfere with its action by inhibit- 
ing the maturation of follicles: cyst-like 
sacs in the ovaries where eggs are made. 
New drugs that suspend the production of 
the body’s own gonadotrophins until 
enough follicles develop have been used 
successfully by Dr Ian Craft and his team 
at the Wellington Hospital in London. 

It is also getting easier to collect eggs. 
In the early days of IVF, eggs were spotted 
by looking down an optical tube inserted 


into the abdomen. Several IVF clinics now 
use ultrasound to find the eggs instead. 
This can be quicker, but some still prefer 
the optical method—called laparos- 
copy—or a mixture of both. 

A team under Dr Alan Trounson at 
Monash University in Melbourne in Aus- 
tralia is exercised about sluggish sperm. 
Dr Trounson’s team is using microsurgery 
to help along sperm incapable of pene- 
trating eggs. Other researchers are look- 
ing at drugs, such as caffeine, which could 
make slow-moving sperm more energetic. 


The need to tinker 
Surgery and drugs might also reduce the 
high rate of “ectopic” pregnancies which 
result from IvF. In up to 2% of pregnan- 
cies following normal conception, the 
embryo gets lost and implants itself in the 
wrong place—usually in the fallopian 
tubes, which lead from ovary to womb. 
For some reason, this is four times more 
likely to happen in an IVF pregnancy. The 
explanation may be that the womb con- 
tracts when fertilised eggs are inserted, 
sending eggs back up the fallopian tubes. 
Drugs to relax the muscular wall of the 
uterus are undergoing clinical trials. 
Despite these improvements, Dr 





99 





“a 
Swimming for dear life 


Trounson and many other researchers 
reckon that further advances in IVF will 
come only if they can do experiments on 
human eggs and human embryos. And 
Victoria, the Australian state in which Dr 
Trounson works, has recently outlawed 
such research. 

A reason that IVF often fails is that the 
embryos or eggs, though apparently nor- 
mal, are genetically faulty. Many embry- 
os and eggs have to be discarded before 
implantation. Most apparently normal 
IVF embryos which are returned to the 
uterus also fail to implant. One reason for 
this is that the womb rejects the embryo. 
Dr Craft in London and a team in Ontario 
have shown that those embryos that im- 
plant successfully secrete an immunosup- 
pressive chemical which prevents the 
uterus from rejecting them. 

The hormones used to stimulate egg 
production can also cause the womb to 
reject embryos after implantation. So far, 
few methods of assessing uterine recep- 
tivity exist. So embryos or eggs are frozen 
until the woman’s natural hormonal cycle 
is restored and the womb is more recep- 
tive. Four groups have so far reported 
some 30 births from frozen embryos. 

@ Eggs. All sorts of conditions for cultur- 
ing and maturing eggs and embryos have 
been tried. Yet of the large numbers of 
eggs collected—the average is four per 
woman—many still have to be discarded. 
In Monash during 1983 and 1984, 4,125 
eggs were collected and 157 babies were 
born. It may well be that the eggs carry 
chromosomal or chemical defects. With- 
out genetic examination of the eggs, no- 
body can tell. 

@ Embryos, Studies by Dr Alan Temple- 
ton, now at Aberdeen Hospital, show 
that up to 30% of embryos destined for 
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implantation carry chromosomal abnor- 
malities. So far the only way of screening 
these out involves testing whole embryos 
and so destroying them. Techniques are 
now being developed to split the embryo 
apart, once it has developed into a cluster 
of four to eight cells. One half could be 
genetically screened, the other implanted 
in the womb. But many ethical commit- 
tees do not permit this, since they fear 
that the process of splitting may add to 
the risk of producing an abnormal child. 
@ Frozen embryos. Freezing and thawing 
destroys between half and three-quarters 
of the embryos. By the end of 1985, the 
Monash University group had frozen 402 
embryos, of which 396 were thawed. 
More than 150 had to be discarded and 
the rest were transferred to 144 patients. 
Of those, only 16 had successful pregnan- 
cies. Nobody knows why so many embry- 
os die. It may be because of defects in the 
embryo which are present before freezing 
rather than the freezing procedure itself. 
Work by Dr Robert Edwards, of the 
Bourn Clinic in Cambridge in Britain 
(where Louise Brown was conceived) 
suggests this might be the case. 

@ Frozen eggs. Eggs can also be kept in 
the deep freeze and—unlike embryos— 


Semiconductors 


up to three-quarters survive the freezing 
and thawing process. A bank of frozen 
eggs—the female equivalent of a sperm 
bank—can be established for the use of 
women unable to produce their own eggs. 
The defrosted eggs are easily fertilised. 
But eggs contain a lot of cytoplasm and 
sensitive intracellular structures, which 
are easily damaged. Unlike the freezing 
of embryos, the freezing and thawing of 
human eggs cannot be rigorously tested 
on many other animal species. Only the 
eggs of mouse and of man survive freez- 
ing. Thus some eggs have to be examined 
to check the safety of freezing, and that 
involves destroying them. Dr Trounson 
has had to call a halt to this work because 
the ethical committee in Victoria state 
forbids the testing of eggs. 

In July this year, the Flinders Medical 
Centre in Adelaide announced the 
world’s first two births from frozen—and 
unexamined—eggs. Perhaps surprisingly, 
no restrictions apply to the implantation 
of fertilised frozen eggs—even though the 
consequences of doing so are unknow 
Dr Trounson worries that if the implan 
tion of a fertilised frozen egg were one 
day to result in a deformed birth all IVF 
work might be called to a halt. 


Cheaper than sapphire 


The more chips shrink, the more their 
switches interfere with each other. Strong 
electric currents are prone to leak from 
one part of the circuit to another through 
the silicon base in which the circuits are 
etched. Chips in space are especially at 
risk because they are exposed to cosmic 
rays that do not penetrate the atmo- 
sphere; on a chip they cause havoc by 
making electrons jump between parts of 
the circuit. A burst of electromagnetic 
radiation from a nuclear explosion has the 
same effect. 

Protecting chips from radiation and 
cross-talk is not hard, but it is expensive. 
One way to produce chips that are, in the 
jargon, rad-hard, is to create an insulating 
layer just beneath. the surface of the 
silicon, a process known as silicon-on- 
insulator. A slab of sapphire works well 
as the insulator, but silicon dioxide, bet- 
ter known as sand, tends to be cheaper. 
Simply heating a piece of silicon in oxy- 
gen will produce the oxide. The snag is 
that oxide is formed on the surface of the 
silicon and not below it, where the insu- 
lating layer is required. 

The answer is to inject oxygen ions 
(atoms that are electrically charged and 
accelerated into a beam) under the sur- 
face of the silicon to form the oxide layer. 
A British team reckons it has put together 


a commercial oxygen-implantation pro- 
cess with a prototype machine called OXIS 
100. It was jointly developed by vė 
Semicon of East Grinstead, Surrey, and 
the Culham and Harwell laboratories ol 
the Atomic Energy Authority. 

OXIS produces silicon-on-insulator wa- 
fers, the standard silicon discs on which 
hundreds of individual chips are made in 
a conventional manner. The machine is 
designed automatically to produce 800- 
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Slick as it is, silicon, can never hope to 
match its fellow semiconductor gallium 
arsenide, for speed of switching. But, 
because they are costly to make, gallium 
arsenide chips perform some of their 
best tricks only in the laboratory. In an 
American laboratory, a gallium arsenide 
chip has now been tweaked to produce 
what is probably the fastest transistor in 
the world: probably, because it is so fast 
that no device can time it. 

A transistor is a switch whose on and 
off are interpreted by computers as one 
and zero or true and false. Ordinary 
silicon-based transistors can switch from 
on to off up to 20m times a second, or 20 
megahertz. Scientists at the University of 
Illinois and America’s General Electric 
have developed a new form of gallium 
arsenide transistor which they calculate 
is capable of switching 230 billion times a 
second, or 230 gigahertz (GHz). The 
transistors have been tested up to 94 
GHz, but the maximum speed has to be 
estimated because there is nothing yet 
fast enough to pace the transistors until 
they can be built into a device to time 
themselves. 

The transistor is known as a high 
electron-mobility transistor (HEMT). To 
make a semiconductor, you must either 
use atoms from group 4 of the periodic 
table (eg, silicon) or a combination of 
atoms from groups 3 (eg, gallium) and 5 





2,000 four-inch wafers a week—about the 
whole of the world’s production of buried 
oxide wafers two years ago. Its nearest 
competitor makes 500 wafers a week. 
Increasing the power of the ion beam is 
the key. Conventional ion-implanters 
produce a beam with a current up to 10 
milliamps. The OXIS machine produces a 
beam of 100 milliamps with an energy of 
200 kilovolts. The effect of the bigger 
beam is to drive oxygen ions more effi- 
ciently into the silicon. The wafers are 
cessed in a vacuum at 400-750°C, 
ich maintains the crystal structure at 
the surface of the silicon. An automated 
handling system is used to load and un- 
load wafers from cassettes, which are 
sealed to provide the ultra-clean condi- 
tions needed to keep out any impurities. 
Batches of more than 100 wafers can be 
processed at a time. Dr Steve Moffatt, the 
system manager, estimates that a 5 mil- 
liamp implanter would produce 100 milli- 
metre wafers at a cost of $570 each, 
compared with an OXIS cost of $58 (in- 
cluding $15 for the untreated wafer to 
begin with). That, says Dr Moffatt, works 
out a few cents per chip to provide silicon- 
on-insulator. Costs could fall further. The 
team is already looking to turn up the 
power to 200 milliamps, which would 
reduce the cost to $28 a wafer. 
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(eg, arsenic). The new chip was made by 
depositing on to gallium arsenide a few 
atomic layers of indium gallium arsenide 
(indium is a heavier element in group 3). 
Electrons can charge through this mate- 
rial even faster than through gallium 
arsenide, but it is awkward to work with 
because it rapidly breaks up if deposited 
in thicker layers. For the American sci- 
entists this was not a problem. They 
were seeking a thin layer within an 
atomic lattice of different semiconductor 
materials. They deposited a layer of 
aluminium gallium arsenide (aluminium 
is a lighter element in group 3) on top to 
produce a suitable working surface to 
implant transistors. The result is a sand- 
wich containing an electron racetrack. 
The transistor structures were made as 
small as possible, with the gate (under 
which electrons flow) a quarter of a 
micron long. “Noise” (interference from 
other signals) is reduced by cutting the 
time electrons spend flowing under the 
transistor gate. The low noise coupled 
with the speed of the transistor might 
make it valuable in communications. 
Chips made out of the transistors should 
pick up weaker signals and process them 
faster than other devices. But, so far, the 
fastest transistors sit alone on their galli- 
um arsenide sandwich chips because the 
architecture needed to link them up is 
still being worked out. 


Natural rubber 
New attire 


Natural rubber is ready to bounce back 
into world markets. Epoxidised natural 
rubber (ENR), developed by scientists in 
Britain and Malaysia, will come on to the 
market in the middle of next year. Its 
mission is to win the market for car tyres 
from its synthetic cousin. Natural rubber 
is used in the tyres that take the heaviest 
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stresses—aircraft and heavy lorries—but 
family cars run on mainly synthetic tyres. 

ENR was developed first at the Tun 
Abdul Razak laboratory at Hertford in 
Britain (which is paid for by the Malay- 
sian rubber producers’ association) and 
more recently in Malaysia itself. ENR is 
made by treating natural rubber with 
peracids, chemicals made cheaply in bulk 
by treating acetic acid with hydrogen 
peroxide and formic acid. The result is a 
polymer that Dr Ian Gelling, who heads 
the team responsible for ENR at Hertford, 
says can be thought of as a new material. 

A ball made from ENR is less bouncy 
than a natural rubber ball. It absorbs 
impacts in quite a different way. This 
makes ENR suitable for engine mountings, 
where the aim is to absorb vibration. Car 
suspension may be the next application. 

ENR sticks well to plastics such as PVC, 
providing a good composite for conveyor 
belts and the soles of shoes. ENR is much 
more resistant than untreated natural 
rubber to penetration by gases or liquids, 
making natural rubber a competitor, for 
the first time, for gas and oil seals. 

But the real prize is the car tyre. ENR 
has a better grip in wet conditions than 
other natural rubber and this is not ac- 
companied—as it has been before—by a 
greater waste of energy as the tyre rolls 
over surfaces. Moreover, ENR out-per- 
forms synthetic rubber. Treads made of 
ENR alone would wear badly, but this 
could be stopped by blending a propor- 
tion of a synthetic rubber such as polybu- 
tadiene into ENR tyres. 

At présent ENR is being produced on a 
pilot scale in Malaysia at a rate of a ton a 
day. The plan is to increase production to 
5,000-10,000 tons a year before building a 
hydrogen peroxide production plant to 
supply the ENR process locally. Malaysia's 
natural rubber is more expensive to pro- 
duce than Indonesia's or Thailand’s, but 
ENR could give it different markets. If all 
goes well, it could double the world 
market for natural rubber. 
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_Its master’s voice 


It is quicker to read a book than 
~have it read to you. But it is 
_ quicker to make a speech than to 
write it. In an ideal world, there- 
fore, busy businessmen would re- 
ceive information on paper and 
impart it in speech. But they do 
“not, because the spoken and writ- 
ten word remain separate. The 
-door between them is guarded by 
he formidable power of the typ- 
pook 
Not many: years from now, 
hose typists will have been re- 
placed by machines. There are 
already. devices on the market 
-that factory managers can use to 
record stocks or orders, or that 
car-telephonists can use to dial 
mers by voice. 
urzweil Applied Intelligence, 
mall company based in Wal- 
ham, Massachusetts, and found- 
d- by Dr Ray Kurzweil, has tak- 
n this idea a stage further and 
has sold about 400 of what it calls 
“voice systems”. A voice system 
-can learn how an individual 
speaks 1,000 words and then turn 
-any word it hears into the same 
set of signals as a keyboard would 
deliver to a personal computer. 
So, for example, Dr Alan Rob- 
bins, a radiologist at the New 
England Baptist Hospital, has 
given a voice system the basic 
vocabulary of x-rays, so that he 
can dictate to it while describing 
the results of an x-ray. Doctors 
would benefit greatly from dicta- 
tion machines: most of their com- 
munication is in the form of 
hand-written notes to each other; 
one study found that 16% of the 
words in such notes were 
“illegible. 
To build a dictation machine 
-that can distinguish between the 
thousands of words that people 
use in writing to each other, and 
“yet not confuse any two of them, 
is much harder. Dr John Mak- 
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houl of Bolt Beranek and New- 
man (BBN), which has a contract 
from the American Defence De- 
partment to develop speech-rec- 
ognition technology, compares it 
with trying to read handwriting in 
which not only are all the words 
connected, but the shape of each 
letter depends on the letters that 
precede and follow it. People do 
not leave gaps between words in 
speech as they do on paper: in the 
chart below, note that the gaps 
correspond to consonants, not 
word endings. 

Nonetheless, thanks to the ar- 
rival of customised chips and dirt- 
cheap computing power, it is now 
possible to build a device that can 
hear each of thousands of words 
correctly and within half a second 
in more than 95% of cases. Ven- 
ture capitalists have got wind of 
this. Companies are springing up 
throughout the high-tech belts of 
America to build “computer 
ears”. For now, do not believe 
their claims: a good audio typist 
can beat the pants off any ma- 
chine yet devised. But bad ones 
will soon feel the cold breath of 
mechanical competition. 

At least three companies are 
close to market. Kurzweil will 
probably be the first. Its 10,000- 
word voice writer will sell for 
under $10,000 when it is eventu- 
ally launched (January 1987 is the 
latest of several guesses). It will 
come with a basic vocabulary of 
6,500 words that will need a few 
hours’. training to each user's 
voice and will be able to add new 
words that you teach it up to a 
total of 10,000 or so. Kurzweil 
has invented its own chip, the 
Kcs2408, for the voice writer, 
which. will be a box that goes 
between the microphone and an 
IBM PC-AT personal computer. 

Dragon Systems, a small com- 
pany based in Newton, Mass- 
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microphones can be fitted to any 
desktop microcomputer. In 1983, 
its founders, Dr Jim and Dr Janet 
Baker, licensed their technology 
for $10 a unit to Apricot, a Brit- 
ish computer maker, which pro- 
duced the first computer with an 
elementary built-in ear. 

Cherry Electrical, a Chicago 
keyboard maker, has bought li- 
cences for $200 a unit for Drag- 
on’s  1,000-word recognisers, 
which it sells for $1,200. Dragon’s 
advantage is that it does not rely 
on any special chips: all its 
speech-recognising programs can 
run on general-purpose micro- 
processors. Once microcomput- 
ers based on the new generation 
of Intel 80386 chips become avail- 
able, Dragon hopes to have 
10,000-word recognising technol- 
ogy available. 

For once, IBM is among the 
leaders of the race, thanks to a 
talented team under Dr Fred Je- 
linek at the company’s Thomas 
Watson Research Centre at 
Yorktown Heights in New. York 
State. In 1984, it demonstrated a 
5,000-word device that required a 
mainframe computer and three 
array processors. In April this 
year, it did the same on a person- 
al computer, by using two chips 
called digital signal processors 
developed at 1BM’s laboratories in 
Switzerland and France. 

Dr Jelinek now says he has 
gone even further and given a PC 
a vocabulary of 20,000 words. 
IBM calls the speech recogniser 
Tangora, after Albert Tangora, 
the world’s fastest typist. It has 
not yet said when it will be selling 
Tangoras. Dr. Jelinek plans to 
distribute a few dozen to offices 
in IBM research laboratories next 
year for evaluation. 


Setting limits 


Kurzweil, Dragonand IBM- all 
realise that the only way to tackle 
speech recognition is to limit the 
problem in four ways: 
@ Vocabulary. A large vocabu- 
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with “man” than “than”. Dr Su- 
sumu: Kuno, a Harvard profes- 
sor, whose skills of syntax are 
incorporated into Kurzweil’s 
voice writer, divides speech into 
about 400 kinds of words and 
defines which kinds of words fol- 
low which in an English sentence. 
IBM uses what it calls a “trigram” 
approach: given the two preced- 
ing words, it predicts the third. 
Most researchers reckon a 
good dictation machine would 
have to know 20,000 words. 
Kurzweil disagrees. The vocabu- 
lary of even an educated English 
speaker is ‘surprisingly small. 
Shakespeare used about 30,000 
words in all his writing, but most 
people are much less prolific. Mr 
Robin Kinkead, director of de- 
sign at Kurzweil, found that he 
had used 8,000 different words in 
all his writing during two years 
(113,000 words in total) anda * 
4,000 of those were used m 
than once. IBM has searched 2. ... 
words of office correspondence 
to glean the 20,000 words most 
commonly employed for its Tan- 
gora. Those 20,000 account for 
98% of the total. 
@ Connected speech. All three 
machines require each word to be 
spoken in isolation from its 
neighbours. This greatly facili- 
tates recognition, but it is incon- 
venient, slow. and is plainly not 
how the human mind works. 
However, even with gaps be- 
tween words, it should be possi- 
ble to dictate to Kurzweil’s voice 
writer at a rate of about 60 words 
a minute—considerably faster 
than. most professionals type, 






_though well short of Mr Tan- 


gora’s 147 words a minute. 
Isolated speech may turn out to 
be a technological dead-end. Dr 
Kurzweil does not think so. He 
says his voice writer will be < 
to handle connected: speech 
1988. tpM’s Dr Jelinek reckons it 
will require a tenfold. increase in 
computing power. But BBN’s Dr 
Makhoul says that you cannot 
tackle connected speech without 
sacrificing performance on. other 















good, speech recognisers: will 
have to be trained tocan individ- 
ual’s voice. Where the. ability to 
recognise any voice is..required 
(eg, dialling telephone numbers); 







| either vocabulary will have to be 


limited or errors tolerated. 
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Training the machine to your 
voice will be tedious: once the 
vocabulary gets much above 
1,000. words, it is impractical to 
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Anatomy of a computer’s ear 


In the 1960s, most researchers assumed that speech recognition 
was simply a matter of distinguishing the “shape” of each 
“phoneme” (syllable or consonant group) and translating that 
into words. But that approach has proved unrewarding, because 
it underestimates the variability and ambiguity of speech. 


Compare “‘this new display 
can recognise speech” with 
“this nudist play can wreck 
a nice beach.” 

Today a different mood 
prevails. 1BM’s Dr Jelinek 
jokes that his system im- 
proves every time he gets 
rid of an “expert”. What he 
means is that, given lots of 
data, computers are better 
at deducing what to mea- 
sure so as to distinguish 
words than humans are. At 
its simplest, this means 
measuring the statistical 
similarity between a stored 
template (of a word usual- 
ly) and the sound that has 
been heard. But it is never 
as easy as that. For a start, 


uneven length. 
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But if you try hard enough, you can dynamically time-warp 
one word into almost any other. The time-warping has to be 
constrained. The cleverest way of doing this leads to a whole 
new approach to speech recognition. Called “hidden Markov 
modelling” after a Russian mathematician who analysed “Eu- 
gene Onegin”, it was first applied to speech recognition by Dr 
Jim Baker, now the chief executive officer of Dragon. It gets 





Eavesdropping on Jelinek 


words vary in length according to the speed at which they are 
spoken and according to their context. They have to be “time- 
warped” to a standard length. But it does not help to time-warp 
them by a set amount. Say the word “three” slowly and it is the 
ee that gets lengthened, not the thr. The answer is dynamic time- 
warping, a mathematical trick that matches two spectrograms of 


three times. Kurzweil’s solution 
is to get a sample of up to 2,000 
words from the speaker and use 
those to infer how he will speak 
other words. Then, when it hears 
him say the real word, it substi- 
tutes the real thing for its guess. 
1BM’s Tangora is trained by the 
user reading a set text of 1,100 
words, from which it “accents” 
its representations of the other 
words in its vocabulary. 
@ Background noise. Given a 
high-fidelity microphone and no 
noise in the background, a com- 
puter will make a better job of 
ognising each word than over 
oisy, long-distance telephone 
line with its narrow range of fre- 
quencies and crackles. Again, 
each designer has to choose 
whether to sacrifice performance 
for robustness, or vice versa. 


Look, no hands 


Nobody knows quite what the 
implications of computers taking 
dictation will be. One of Kurz- 
weil’s best ideas has been to set 
Mr Kinkead to find out what 
people want from such a machine 
and design it accordingly. Mr 
Kinkead’s main discovery was 
that people do not want to see a 
keyboard at all. They want not 
only to dictate to their computer, 
but to correct words, move 
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around the screen and sign off 
with spoken commands. If they 
have not learnt to type before, 
they do not want to start now. 
So, although the Kurzweil 
voice writer will work with any 
word-processing program, it can 
be entirely controlled by speech. 
“Listen-to-me” wakes the com- 





Baker dictates 


puter up; “move-right” moves 
the cursor right; “next-choice” 
corrects a wrongly heard word by 
telling the computer to substitute 
its second-best guess. Connected 
words are used in such commands 
and isolated ones in dictation. 
Kurzweil reckons that the mar- 
ket for the voice writer will be 
lawyers, doctors and middle 
managers, who generate a lot of 
text. And many disabled people 
should benefit. Stanford Univer- 
sity and America’s Veterans Ad- 
ministration are developing a ro- 
bot with wheels and a mechanical 


away from the idea of com- 
paring word templates, 
comparing instead tiny 
fragments of speech with 
stored patterns, and, in par- 
ticular, the probability that 
one fragment will be pre- 
ceded and followed by an- 
other. It is “hidden”, be- 
cause the answer it gives for 
each sound is itself statisti- 
cal and based on the com- 
puter’s own ability to learn 
from examples. 

The statistical approach 
stumbles over short words, 
not long ones, which in- 
clude more distinctive fea- 
tures. ‘‘Disestablishmentar- 
ianism” is easier than “it”, 
“if”, “is” and “in”. This is 


where the linguistic rules come in. “In America” is a more likely 
phrase than “it America”, But “if America” and “is America” 
are both plausible. No single approach, acoustic or linguistic, is 
as good as their combined efforts. What Kurzweil’s scientists 
have done is to use seven pieces of software (which they call 
“experts”’) to attack each word and then vote on the answer. 


arm that is controlled by a voice 
system. 

Speakers of Japanese and Chi- 
nese have even more reason to 
welcome speech recognisers than 
English speakers, as they struggle 
to design keyboards that can 
manage many thousands of char- 
acters. NEC already makes a 500- 





word recogniser and Fujitsu a 
256-word one, 

Such machines need not con- 
fine their recognition to words. 
Kurzweil discovered that one of 
the customers who bought its 
voice system was using it to iden- 
tify the sound of faulty bearings 
in machinery. In a playful mood, 
some of Kurzweil’s scientists 
taught the machine to distinguish 
three different kinds of bark by 
one of their dogs, as “animal in 
the yard”, “somebody at the 
door” and “let me out”. It 
worked well. 
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The machines described in this 
article mark only the beginning. 
By the end of the century, they will 
be as obsolete as typewriters. 
Some of the speech-recognition 
projects—especially those paid 
for by defence departments to help 
fighter pilots do a dozen things at 
once in dogfights—give a glimpse 
of what will one day be achieved. 

Bolt Beranek and Newman, 
using enormous computing pow- 
er (a Symbolics’ Lisp machine or 
one of BBN’s own parallel com- 
puters, called Butterflies), is in 
no hurry to get a product to 
market. It eschews isolated 
words and works instead with 
connected speech. It is still re- 
stricted to a small vocabulary and 
it takes minutes for a long sen- 
tence, but it works. To watch it 
gradually making up its mind 
about what you said (and puzzling 
over your English accent) is eerie. 

An even more futuristic idea is 
exciting Mr John Bridle and Dr 
Roger Moore at one of Britain's 
defence-research laboratories, 
the Royal Signals and Radar Es- 
tablishment in Malvern, Worces- 
tershire. They want to try speech 
recognition on a new generation 
of computers called either 
“Boltzmann machines” or per- 
ceptrons. These are networks of 
microprocessors built to imitate 
primitive brains. 
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A major new challenge to employers is coping with the 
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Unemployment and 
labour market flexibility: 
The United Kingdom 

by Guy Standing 


Since the 1970s unemployment has risen dramatically. It has 
done so in the context of the ‘British experiment’ whereby 
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United Nations on September 16-20, 1985 during the Public Hearings 
on the Activities of Transnational Corporations in South Africa and 
Namibia. A panel of eminent diplomats and political influentials heard 
from more than 50 informed persons, examined documentation, and 
made their recommendations. 


Now, those recommendations, the verbatim transcripts of the 
hearings, the written statements of the participants, a representative 
listing of country, state and municipality laws and regulations regarding 
investment and trade with South Africa, as well as a comprehensive 
bibliography for further research, are available in four volumes from 
United Nations Publications. 


Ideal for executives with interests in South Africa, international 
lawyers, world government leaders, students and educators, these 
volumes will aid in policy and opinion formulation. 


Volume One, The Report and Recommendations of the Panel of 
Eminent Persons, is available for $65.00. The series of four volumes is 
offered at $200. Send check or purchase order. 


For more information, or to order, write UNITED NATIONS 
PUBLICATIONS, Room DC2-853, New York, New York 10017. 
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BOOKS AND ARTS 


Three men in a starship 


One in ten novels sold in America is a work of science fiction; three men 


have made sci-fi what it is today 


‘Robert Heinlein, Isaac Asimov and Ar- 
¿thur C. Clarke are names that are almost 
synonymous with science fiction. They 
are the grand old men of the trade, whose 
books are regular features in the best- 
seller lists. This year has seen new novels 
from each of them. 
“The story of modern sci-fi starts, how- 
ter, not with them, but with John Camp- 
call, who in 1937 became editor of an 
American pulp magazine, Astounding 
Science Fiction. He quickly made it the 
undisputed champion of science fiction 
< and gathered round him a group of young 
writers who were to dominate sci-fi for 
: decades. Foremost among them were the 
Americans, Mr Asimov and Mr Heinlein; 
later, as his books became popular in 
America, the British-born Arthur C. 
"Clarke joined Campbell’s stable. 
Campbell gave sci-fi a theme, a mission 
and a.style. The theme was grandiose— 
nothing less than man’s place in the 
universe. The mission was to convince the 
reader that the way to find that place was 
i by applying science. But it was the style, 
the type of story he required of his 
authors, that was his most important 













contribution. Before Campbell, science 
in pulp-science fiction had either been a 
gloss on conventional story-telling, or had 
replaced the story altogether. Those sto- 
ries which were not gosh-wow exposition 
draped on the flimsiest of plots were 
westerns in which the horse was a space- 
ship, the six-shooter an atomic blaster, 
and the Indians green and bug-eyed. 

Since Campbell, science in sci-fi has 
been like history in historical novels since 
Sir Walter Scott. It underpins the charac- 
ters and events, the speculations and 
what-ifs. The new sci-fi writers made use 
of science but their novels were not about 
science. At their best, they produced 
Campbell's ideal: a science fiction story 
which, read in the future it described, 
would appear straightforward and con- 
temporary. This is the ideal to which 
much sci-fi still aspires. 

Robert Heinlein was one of the writers 
who produced what Campbell was look- 
ing for. He invented a background which 
stretched from the present far into the 
future and remained consistent from sto- 
ry to story. This allowed him to write 
novels or stories, sometimes little more 




































than vignettes, which were illustrations of 
what Mr Heinlein called his “Future 
History”. 
Science fiction is no more about the 
future than historical fiction is about the 
past. Though sci-fi writers have foreseen 
some things—Mr Clarke forecast the 
communications satellite, Mr Heinlein 
the waterbed andthe remote-control ma- 
nipulators called by the name of his 
character Waldo—their novels are, of 
course, rooted in the present. Less obv 
ously, their aim often seems as much to 
prevent the future as to predict it, 
During the second world war, Mr Hei 
lein wrote a novel about super-scientific 
weapons that killed only Asians. In the 
McCarthyite 1950s, he produced “The 
Puppet Masters”, in which slug-like alien 
invaders steal away the free will of dece 
Americans and turn them into mindless 
slaves. In the 1960s, he produced 
“Stranger in a Strange Land”, in which 
individualism and free love challenge a 
venal society (the novel was to influence 
Charles Manson, who modelled his “fam- 
ily” on the cult that the book portrays 
and “Farnham’s Freehold”, which de- 
scribes a world in which a sneak attack by 
Russia provokes a nuclear holocaust, 
after which Black Muslims enslave the 
white survivors, castrating men and eat- 
ing baby girls. It was not for nothing that © 
when he came to collect his “Future 
History” stories, Mr Heinlein gave them” 
the title “The Past Through Tomorrow”. 
Despite, or perhaps because of, his 
strident views Mr Heinlein had become, 
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The character that Messrs Heinlein, Asi- 
mov and Clarke have given sci-fi is 
unliterary. A few novelists. get critical 
attention for their science fiction—Kurt 
Vonnegut, George Orwell, Aldous Hux- 
ley and Doris Lessing, for example—but 
they are usually labelled not sci-fi hacks 
but Great Writers; the fantastical, other- 
worldly elements in their books are seen 
as profound metaphors. But there are 
many authors whose books appear in the 
usual colours of sci-fi—lurid dust-jackets 
adorned with pneumatic space-cadettes 
| and slimy monsters—promising rip-roar- 
| ing stuff and delivering good novels as if 
= by accident. 
“ov: Take; for example, an American au- 
thor, Philip. Jose Farmer. When he 
writes well, he writes very, very well (the 
“Riverworld” series). When he writes 
= badly (“Venus on a Half-Shell”, written 
~ounder the pseudonym Kilgore Trout, 
who is a fictional character in many of 
| Mr Vonnegut’s novels), his imagination 
© can still delight: Stanislaw Lem from 
Poland, the author of such works as 
» “The Futurological Congress”, uses fu- 
ture worlds to express his frustration at 
his own embattled one—much as Orwell 
did. 

The craziest, perhaps even the best, of 
the writers consigned to relative obscurity 
is another American, Philip K. Dick (one 
of whose novels, “Do Androids Dream of 
Electric Sheep?” formed the basis of the 
film “Blade Runner’). Since his death in 
1982, he has become acult figure, a kindof 
messiah for a new religion. (L. Ron 
Hubbard, who founded the “religion” of 
scientology, also wrote sci-fi, but dreadful 
stuff.) In the 1960s, Dick experimented 
with cocktails of hallucinogenics and 
amphetamines, when he dried out, he 
wrote “Through a Scanner Darkly” ,a tale 
of drugs and paranoid schizophrenia set in 
{ apolice state of the future. 

His last three books, “VALIs” (for 

. Vast Active Living Intelligence System), 
“The Divine Invasion” and “The Trans- 
migration of Timothy Archer’, are 


by: the 1960s, the most popular sci-fi 
‘writer in the world. Unfortunately, his 
. inventiveness seems to be flagging. After 
-a period in the 1960s and 1970s when he 
-produced long novels every five years 
which are laden with opinion but not 
overburdened with plot, his productivity 
has risen again but the quality of his 
-novels has not. His latest, the fourth this 
decade, is The Cat Who Walks Through 
-Walls (New English Library, £9.95). The 
< boorish protagonist and his sexy, idea- 
< lised companion spend the first half of the 
book fleeing for their lives across a future 
Mr Heinlein has already described; in the 
-second half they are whisked into a fanta- 
sy by characters from Mr Heinlein's other 


Other writers, other wortds ` 








based on an event which Dick, and his 
followers, believed really to have hap- 
pened. He said that a pink light, beamed 
out by VALIS, revealed to him that time 
was fictional, that everything happening 
was still taking place in 60AD and that 
early Christians were besieging a “dark 
fortress” and would go on besieging it 
forever. Dick's acolytes claim that the 
experience left him with a sudden and 
inexplicable ability to speak Attic 
Greek. The author himself wrote in 
“VALIS” that the pink beam, when it 
comes, brings both revelation and death, 
since the subject will suffer a stroke. 
Dick died of a stroke a few years after 
writing this. There is now a Philip K. 
Dick Society; money raised has been 
used to publish books about Dick and 
may pay for the printing of a 1,000-page 
document by the author, his exegesis— 
and a cult’s new Bible? 


The American nightmare 




















books. These characters are waging an 
obscure war with reality—or perhaps with 
the author—in order to change the plots 
of the future history books they have 
been chronicled in. The novel is charac- 
teristic to the point of self-parody. 


Asimov the annalist 
If Mr Heinlein is, at his best, a folk 
historian, Isaac Asimov is an annalist. His 
fame is built on the “Foundation” trilogy, 
an account of the decline and fall of a far- 
future galactic empire published in As- 
tounding Science Fiction during the 1940s. 
Like Mr Heinlein's characters, Mr Asi- 
mov’s spend much of their time sitting 
around talking, though his calm, de- 


tached scientists do not trumpet 








he au- 
thor’s views but study, exhaustively, the 


problems facing them. s 


Mr Asimov approaches the gran 
theme of science fiction—man’s place in 
the universe—somewhat coldly. In the 
Foundation trilogy, he envisages “‘psy- 
cho-historians”’ who predict social change 
and historical laws much as physicists 
predict the properties of a gas without 
considering the actions of individual mol- 
ecules (though the fourth Foundation 
novel, “Foundation’s Edge”, took a less 
deterministic view). In his sequence of 
stories and novels about robots, he con- 
siders how robots might differ from, or 
resemble, the men and women who creat- 
ed them. 

Mr: Asimov's prodigious output ex- 
ceeds 200. books, ranging from dirty lim- 
ericks to a guide to the Bible, but at the 
centre of it lie the two cycles about the 
Foundation and robots. His new novel, 
Foundation and Earth (Grafton, £10.95) 
unites both series and a few other books. 
as well to complete a saga covering thg 
next 20,000 years, in 13 volumes, Thè 
book gives a sad impression, as the char- 
acters talk their way from world to world, 
of a tying up of loose ends, a closing of 
accounts. 


Clarke the mystic 
Arthur C. Clarke’s name is often linked 
with Mr Asimov's. Both write sci-fi that is 
closely based on technology and gadgets; 
both are concerned with ideas rather than 
character. (What if robots wanted civil 
rights? what if evolution was thrown off 
course by aliens?) But where Mr Asi- 
mov’s view of the world is almost mecha- 
nistic, Mr Clarke's is shot through with 
mysticism. To see the difference, consid- 
er their best known short stories. Mr 
Asimov’s “Nightfall” deals with a world 
where night, and the stars, come only 
once in 2,000 years, and their appearance 
drives men mad. The night is predicted bv 
astronomers, the madness by psychok 
gists. The disaster is dissected over an 
over and the scientists remain rational 
almost to the bitter end. Mr Clarke’s 
“The Nine Billion Names of God” takes 
place in a Tibetan monastery, where the 
monks are fulfilling their ancient task of 
enumerating the names of God with the 
help of a computer and some technicians. 
The technicians have only the vaguest 
idea of what is going on, and can only 
watch in baffled silence when, the monks’ 
task finally over, the universe comes to an 
end. f 

Mr Heinlein, with his rugged individ- 
ualists, and. Mr Asimov, with his rational, 
galaxy-spanning societies, seem to pro- 
vide clear answers to Campbell's question 
about the place of man. Mr Clarke is less 
certain: In his new novel (“my latest last 
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Earth (Grafton, £9.95), 






a starship carry- 


new home is forced to stop for repairs at 
another. colony planet, Thalassa, which 
has been cut off from the rest of humanity 
for-centuries. The inhabitants lead a sim- 
ple existence, free of trouble and close to 
nature; the starship brings them love and 
death, illuminating the lives of a genera- 
_tion with its technological brilliance. The 
story of the starship’s stay is overshad- 
owed, though, by the knowledge that 
everything that happens on Thalassa will 
-be centuries in the past when the crew 
wake up from their cold sleep at their 
destination, and everybody they loved 
“there will be long dead. 
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When Larry Niven and Jerry Pournelle 
„described an elite corps of sci-fi authors 
_ (Robert Heinlein among them) co-opted 
“by the military to provide intelligence on 
an alien invasion in. their novel “Foot- | 
fall”, some accused them of delusions of 
grandeur. This year, just such a group 
joined in a three day think-tank at | 
Wright’ Patterson air base under. the 
aegis of the American Air Force. Their 
speculations on future warfare are classi- | 
fied information, of course, but a thor- | 
| ough reading of “Footfall” might pro- 
vide a few clues. This novel will no doubt 
| become required reading for military 
strategists in the Kremlin. 
‘Fhe strange seminar came at a time 
‘en. military matters, especially SDI, 
__ve been causing dissent in the science 
fiction community. Mr Heinlein and, 
more vociferously, Dr Pournelle were 
staunch supporters of star wars well 
before President. Reagan began talking | 
about it. On the other side, Arthur C. 
Clarke has testified to Congress about 
what he sees as the absurdities of the 
| idea, and Isaac. Asimov has resigned 
from the board of “L5”, a space activist 
| organisation, over its support for weap- 
| ons in space. 
~ “Trouble with the military is nothing 
| new for sci-fi. Thirty years ago, in “Secu | 
| tity Check”, Mr Clarke told the tale of a | 
- writer arrested by the army for being a 




























crets. Of course, in that story, the mili- | 
tary. were the aliens . . . 






' Songs of Distant 


“ing 1m colonists in cold storage to their 


bit too accurate and breaking state se- |- 


ARTS 


Modernist architecture was not just a reaction to overblown Victorian 
ornament but the result of new materials and new construction 
carbuncles and technological disas- 


techniques. Despite architectural 


People who live in glass houses . 








ters (Chernobyl, the Challenger space shuttie), technology—above ail, 


glass technology—is still shaping the best modern buildings 


Glass made possible the first modernist 
building, Joseph Paxton’s Crystal Palace 
of 1851, even though industrial glass- 
making was then unsophisticated. The 
float-glass process invented by the British 
firm Pilkington in the late 1950s allowed 
architects to disfigure cities by draping 
acres of glass curtain walls round office 
blocks. Now glass making is being trans- 
formed again—and Richard Rogers’s new 
Lloyd’s building and Norman Foster’s 
Hongkong & Shanghai Bank headquar- 
ters are two of the early results. 

The recent advances mean that glass 
can be made in bigger and stronger 
sheets; cut into standard sheets, the glass 
can then be toughened, laminated, bent, 
silvered and tinted. One result is that 
glass office blocks no longer need be 
energy dinosaurs. Since the early 1980s, 
sealed, double-glazed insulating glass has 
been perfected which is lighter than triple 
glazing. It acts like a greenhouse: letting 
sunlight in, and trapping infrared rays 
inside the building. The skin of the new 
Lloyd’s building, for instance, is called 
“triple layered solar control glazing”. 
There are two skins, with a gap in the 
middle; warm air is wafted into the cavity 
from the light fittings to keep the tem- 
perature of the inner glass wall constant. 
This is supposed to mean that the building 
will run on only 40% of the energy that 
would be needed for a conventional office 
block of the same size. 

A high-tech solution was also required 
for the problem of how to channel sun- 
light down into the central banking hall 
and the ground-level plaza of the Hong- 
kong & Shanghai Bank building. Eight 
floors up, 480 mirrors arranged in 20 


` banks of 24 mirrors, similar to those used 


to generate solar power, reflect 90% of 
the light; a computer programme ensures 
that the “‘sunscoops” follow the sun dur- 
ing the day and keep the light at a 
constant brightness in the interior. 

New kinds of glass provide aesthetic as 
well as practical ideas. This is most obvi- 
ous in the blinding blue-green mirrors of 
Kevin Roche’s One United Nations Plaza 
in New York. A gentler example is Mr 
Foster’s Willis, Faber and Dumas build- 


. ing in Ipswich. A curving skin of glass 


envelops the building on its blob-like site 


































(there are no angles anywhere); thanks t 
some clever glass-fixing techniques, the 
sheets of glass butt against each other 
with no visible means of support. By day 
the glass reflects the surrounding streets 
not as in a mirror but as in water. At. 
night, when the lights inside come on, the 
walls seem to vanish. 

Architects’ imagination is still outpac- 
ing glass technology. In theory, like pho- 
tochromatic sunglasses which respond to 
intense sunlight by darkening, glass walls _ 
can be linked to sensing devices connect- 
ed to a computer which monitors and 
adjusts to the environment or changes in 
the use of a building. It may sound airy- 
fairy but at the Lloyd’s building, millions 
of prisms were rolled into the glass during 
manufacture; these prisms diffuse and 
radiate light, sparkling in the daytime, 
shimmering and glowing at night. 

Mike Davies, an architect who works in. 
the Rogers Partnership waxes lyrical 
about: 


a wall which, as the night chill falls, fluffs up 
its feathers and turning white on its north 
face and blue on the south, closes its eyes, 





























20th-century crystal palaces: Hongkong... 
tor 




















view-patch for the lovers.on the south side of 





















dawn. 


whose buildings—the Pompidou Centre 


plus ultra in high-tech ugliness. Time to 
think again about Richard Rogers? 


_ The Lloyd’s building 


From coffee house 
to coffee percolator 


an be expected to produce a dazzling 
ew. building when it needs to expand. 
Lloyd’s of London has forked out £163m 
for its new premises which open formally 
< next week. It had, for the third time in 60 
years, outgrown its headquarters. Lloyd’s 
is a society of 29,000 underwriters from 60 
countries which needs uninterrupted 
space for brokers to move about freely, 
Selling their risks to underwriters. (About 
‘4,000 people mill around in the building 
on any given day.) 

In 1977, Lloyd’s went to the Royal 
nstitute of British Architects with its 
brief. It needed an architect who could 
create a working space flexible enough to 
grow or contract as technology or busi- 
ness would allow. Richard Rogers proved 
his own flexibility by submitting, as he 
inelegantly put it, “a collage of scenarios 
each in itself open-ended”. He got the job 
from a field of 30 architectural 
firms. 

A controversial choice. Mr Rog- 
er’s best known building is the 
flamboyant Pompidou Centre 
(which he described as his “cultural 
warehouse”). Critics complained 
that what. was appropriate to a 
derelict area of Paris would not be 
appropriate to the stolid City of 
London. If they hoped to intimi- 
date him into producing something 
“safe”, they failed. 

Mr Rogers has constructed a sim- 
: ple rectangle measuring 220 feet by 
150 feet, wrapped in a scintillating 
glass skin. A central 200-foot-high 
barrel-vaulted atrium filters light to 
12 surrounding galleries. Six verti- 
cal “satellites” contain glass-front- 
ed lifts, service ducts:and stairs (this 
must be the only building in which 
the fire escape is the main feature 
of the fagade). By pushing these 
things to the outside, the working 
space inside is made large, uninter- 
rupted and flexible. l 
The heart of the building is “the 
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but not without remembering to pump a p 
little glow down to the night porter, clear a | 


level 22 and to turn 12% silver just after | 


This, from a man working for an-architect | 


and Lloyd’s—are supposed to be the ne | 


A market with a turnover of £16m a day | 









Thanks to a device developed by the 
American Kimball International group 
and its Austrian subsidiary, Bdésen- 
dorfer, the world’s top piano players can 
now put their interpretations on disc in 
one take, even if they spew out a shower 
of bum notes in the recording studio. 
How? By linking up a Bésendorfer key- 
board to a computer that can be pro- 
grammed to correct errors. Not only 
that, in a recording session it can substi- 
tute right notes for wrong ones with the 
same “touch” that the pianist would 
have applied had he not made the mis- 
take. So performances by today’s pia- 
nists can be “authentically” preserved 
even if the recording catches them on an 
off day. 

The device (codename Bésendorfer 




















Room” (ie, the space in which insurance 
risks are traded by brokers and under- 
writers). It occupies the ground, first, 
second and third floors, an area of about 
100,000 square feet. If more space is 

































5 lemensnt 


..- and Lime Street 


Don't shoot the pianist . . . 


... you can’t be sure he was playing 


290 SE) was the brainchild of a California 
computer designer, Mr Wayne Stahnke, | 
and took 14 years to perfect and patent. 
It only works with a Bésendorfer so 
don’t try snapping the hardware on to | 
somebody else’s ivories. Nor can you | 
buy the electronics. separately from the | 
piano, which has-to be hooked up from 
birth—hard luck on music schools if they 
have already shelled out for their Bösen- 
dorfer grand. The whole shebang costs 
about $110,000. 

Recording companies will love it. At | 
present, if a pianist goofs during a take | 
he or she: has to re-record a sizeable | 
passage. for splicing in later (expensive if | 
it is a concerto); Nobody can be expects 
ed to play an isolated note with much 
expression. In future, the Bésendorfer 
box of tricks can do it for him. 

In fact, it could do the whole job. 
Every note played could be replaced. 
Let the soloist supply the feeling and the 
machine could take care of the tech- 
nique. Is the world. close to applauding 
its first synthetic pianist? No oes on} 




































































don launch because the 290 sE threw a 
tantrum and refused to play. 






needed, the now-rented areas above (av- 
eraging about £30 a square foot, with 
84% already taken) will be incorporated 
into the Room. The top two floors house 


the chairman’s suite, offices for the top 


dogs and the committee room. This 

is a 200-year-old Adam room lifted 

lock, stock and barrel from the old 

building and reconstructed inside a 

fake (fibreglass) Portland: stone 

frame—a horrible pastiche by the 
` interior designers. 

Jokes about the building abound. 
It has been described as a Ro 
Royce with the engine wrapy 
round the chassis; wags say that 
Lloyd's has moved from its first site 
300 years ago in a coffee house to a 
coffee percolator.. The underwrit- 
ers are already complaining that 
they do not like the Room, =~ 

Mr Rogers is unabashed. He 
wanted to add some spice to the 
mostly dreary modern buildings in 
the City. “Here there is a fear of 
something new,” he says. New 
Yorkers. are more adventurous. 
“They're educated to modern ar- 
chitecture and they choose it. The 
Guggenheim museum in New York 
was a lot more outlandish almost 30 
years ago when it was built than 
Lioyd’s is today.” 
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SCIENCE/SCOPE” 


many routine air traffic control activities now done manually. Computers will monitorand __ 
ir traffic patterns and offer solutions to potential conflicts between airplanes in flig ‘SS 
‘ill include work positions and radar display terminals for controllers, powerful modern comput 
and new software to run the redesigned system. Hughes Aircraft Company is designing AAS forthe _ 
Federal Aviation Administration under a competitive contract. Hughes has built air defense systems fot 


more than 20 nations, including the U.S., Canada, and other NATO countries. 


An infrared sensor made of standard components turns night into day for tanks and other combat: 


_. vehicles. The compact device, called Hughes Infrared Equipment (HIRE), was designed to be low in 
high performing. It can be adapted to periscopes to let gunners of such tanks as the M 
, or battlefield smoke. HIRE can be mounted in laser tank fire control sy 
sd vehicles, or used as a target acquisition/fire control sight for anti-aircraft, ship, and 
pter applications. The design uses U.S. Army common modules, the standard building blocks 
for thermal imaging systems. i 


ing to trim energy consumption is one major use of a hand-held infrared viewer. The device is a 
‘obeye™ viewer, which senses heat and displays images through an eyepiece. Mining officials 
e device to inspect electrical systems and mechanical equipment because it detects potentially 
ingerous short circuits and overheating hardware. Real estate owners, developers, and appraisers use 
the viewer to determine the structural and thermal integrity of buildings. The unit reveals moisture 
pots in roofing and spots where buildings might be gaining or losing heat. 


according to pilots who participated in the first 
loyment of such aircraft. ARBS is a computerized bombing system that can be- 
mb and rockets. Its dual-mode TV and laser tracker locks onto and tracks targets _ 
ther identified by the pilot on a cockpit display or designated by a laser device. Marine Attack _ 
Squadron 311 pilots using ARBS in bombing exercises concentrated bomb hits 50% to 75% closer to — 
did pilots using previous manual techniques. These tests demonstrated how the Hughes- 
ilt ARBS can cut the number of missions over enemy territory and improve the A-4M’s primary close 
air support mission of attacking targets located near friendly troops. The Marines are also employing 
BS on the AV-8B. 


_ The United Kingdom will have one of the world’s most advanced air defense systems when the new UK 
_ Air Defense Ground Environment (UKADGE) goes into operation in 1987. The system will provide. 
protection reaching nearly to Iceland and Norway, and over 300 kilometers southwest over the Atlanti a 
Ocean. UKADGE will have more capacity than other systems developed by Hughes. Inadditionto 
trac argets with active radar, it can listen to enemy jamming aircraft and use triangulation to 
on. Spurious cross-correlations are omitted. UKADGE is being built by UK 


tems Ltd., a company jointly owned by Hughes, Marconi Radar, and Plessey. 


ə information write to: PO: Box 45068, Los Angeles, CA 90045-0068 USA 
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UNIVERSITY DEGREE 


: För Lite, Acndainie & Wark Expërience 
for people who want to be more effective and 


mae We will assist you in completing your degree requirements 
without formal classes or seminars at your oom pace and te. 
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IMPERIAL COLLEGE 
i University of London 


: Following the: continuing success of the Masters Programme in Management Science, 
applications are now invited for the newly launched one-year Masters Programme in 


THE MANAGEMENT OF TECHNOLOGY 


This programme consists of core management subjects followed by specialisation in one of 
the streams: 

L Energy Planning and Management 

2. Project Management 

3, Information Management 


This programme has a strong practical orientation towards management of the growing 
industries of the future. 
For prospectus and application form write ta: 
The Admissions Secretary, Department of Management Science 
imperial College of Science and Technology 
Exhibition Road, London SW7 2BX. England 
Te: OL-589 5011 Telex: 261503 


A ONE YEAR MBA IN INDUSTRIALISATION 
STRATEGIES FOR DEVELOPMENT AND THEIR 
MANAGERIAL IMPLICATIONS 


A Professional Development Programme 
for Industrialising Countries’ Executives 


Starting September 11, 1987—concluding 
September 8, 1988 


CONCENTRATION AREAS: 

* Industrial Policy and Strategy 

x Strategic Management en Enterprise Strategic Design 

* Behavioural implications of the Strategic Implementation 
* Managerial control. and information systems management 


The programme focuses on the needs and conditions of industria- 
liising countries, with emphasis on professional development and 
| applied relevant skill generation. 


RVBis a recognised institution, founded by the Delft University of 
Technology, and has ‘more than 30 years of experience in 
“management development for industrialising countries. 


~ For further information please write or telex to: 


THE HEAD OF THE MBA DEPARTMENT, 
RVB, PO Box 143, 


London, Paris, Madrid, a Heidelberg, Strasbourg. 
Schiller ; 
Internatio: al Un 


e, Bachelor & Master degrees in in 
BUSINESS ADMINIST RATION-HOTEL MANAGEMENT, - 
LAW/PUBLIC ADMINISTRATION-INTERNATIONAL RELATIONS. 
Computer Studies, Pre-Eng/Pre-Med, Art, French, Spanish, German, 
English, College Prep. Courses. Language of instruction-English. 
@inter campus and US transfer. @BBA & MBA evening classes in London, Paris & Heidelberg. 
Schiller International University 
Dept D3, 51-55 Waterloo Road, London SET 8TX Tel:(01)928 8484 
Telex: 8812438 SCOL G. Accredited AICS, Washington DC, USA. 


MANAGEMENT 
PROGRAM FOR 
EXECUTIVES 


An intensive program for mid-career, senior-level 
managers with or assuming general. management 
responsibilities 


1987 Spring Session . 1987 Fall Session 
March 29 - May 1 September 13 - October 16 


Reservation requests should be sent to: 


Director, MPE 
Graduate School of Business 
University of Pittsburgh. 
Pittsburgh, PA. 15260 
Telephone: (412) 648-1610 Telex: 812466 
~ -499126 (int'l) 


University of Pittsburgh 


WEBSTER U! , 
IN EUROPE 
Accredited by the North Central Association of Colleges and Schools. 
Evening and Daytime Classes: 0. 
Master of Business Administration Degree 
Master of Arts Degree : 
Management, Marketing, Business Administiotion, Computer: Data 


Management, Humon Resources Development, Ecancmics..and Finance, 
and International Relations. 


Bachelor of Arts | Degree 


Computer Stadies; Management, International 
Studies, Anthropology, Sociolog y, and Psychology, 


Next 8-week term starts January 12, 1987 


GREAT BRITAIN "NETHERLANDS. sw 


Boommarkt 1 “A Trou de Callen Marokkanergasse 16 
2311 BA Leiden 2 Geaeva 1030 Vienna 
Tel, (0222) 757392 


| TEOD Tre (022) 242452 


5 Grosvenor Gardens 
London SWIW OBD | 


Tel. (01) 650 7771 





4 For Suter details telephone 
_ | Christopher Stone or Margaret 
|] Hutchins 01-834 0500. 


~ Principal Analyst 
US Congressional Budget Office 
Fiscal Analysis Division 


The Congressional Budget Office is seeking a senior 1 


economist: with 4 specialisation in macrosconam- 


ics, fiscal and monetary analysis, or international 

P economies. to A a. one-year Visiting Scholar: 
Candidates. with: substantial: scholarly | 

‘invited to December 31,° 


UNIVERSITY OF BRADFORD 
PROJECT PLANNING CENTRE FOR 
DEVELOPING COUNTRIES 


LECTURESHIP IN 
PROJECT AND 
PROGRAMME 


Applications are invited for a three-year 
full-time appointment. Candidates would 


| be expected to have an interest in post- 


experience training, postgraduate teach- 
ing and-research in the field of project 
and programme management in devel- 
oping countries. Relevant, overseas ex- 
perience and teaching capability are re- 
quired, as is a willingness to work in a 
multi-disciplinary team on: the develop- 


ment of new training initiatives in Brad- 


ford and overseas. Particular contribu- 
tions will be required in the areas of 
institutional’ design and development, 
staff administration and training, and fi- 
nancial planning and control in a public 


‘| Sector context. Salary on scale: £8,020- 
| £15,700 pa. (under: review). Super- 


annuabie, 

Application. forms and further particulars 
from the Deputy Secretary (Ret PPLA/ 
TTE) University of Bradford, West 
Yorkshire BD7.1DP. An equal opportu- 
nity employer. Closing date: 31 De- 
cember 1986. 


PLYMOUTH BUSINESS SCHOOL 


Appointment at 


Head of 


Department Level 


-with possibility of the title of 


Professor 


Salary: £19,683 - £21,639 


This is an opportunity to take up a new post 
_ at Head of Department level within the 
Plymouth Business School. The successful 
applicant will have specific responsibilities for 
a group of business and management courses 
at under-graduate and post-graduate level, as 
well as for other key tasks within The Business 


School. 


There is a possibility that Brymon Airways 
will further endow the Chair for a candidate of 


suitable calibre. 


Further particulars and application form . 
may be obtained from the Personnel Officer, at 
the address below or telephone (0752) 264639, 
in anticipation of a closing date of Friday 


5 December 1986. 


SYDNEY, AUSTRALIA 
THE UNIVERSITY OF NEW SOUTH WALES 
SCHOOL OF ECONOMICS 


PROFESSOR OF ECONOMICS 


Although applications are welcome for the above position trom persons _ 


with interests in any areas of economics, the University is particularly 
interested in applications from economists able to provide strong academic 
leadership in teaching (both undergraduate and graduate) and research i 

micro-economics. oes i 


The School of Economics contains four departments, Economies, Econo- 
metrics, Economic. History and industrial. Relations, Applicants will be 
expected to act from time to time as Head of the Department of Economics. 

or Head of the School of Economics. i 


Enquiries about the position or about the School of Economics may be 
addressed to Professor J. R. Hewson, Head of the School of Economics, or 
to Professor J. W. Nevile, Dean of the Faculty of Commerce, = 


Salary: $A58,348 per annum. 


Subject to consent by the University, professors may undertake a limited 
amount of outside consultative work. aa T 


The University reserves the right to fill any chair by invitation.: 


Supplementary information about the position together with condi- 
tions of appointment and application procedure are available trom the 
Academic Staff Office, University of New South Wales, PO Box 1, 

Kensington, 2033, New South Wales, Australia. ; 


Applications close: 31 January 1987. 
Equality of employment opportunity is University policy. 


QUANTITATIVE | 
RESEARCH 


A leading Chicago investment firm 
is looking for individuals with strong 
technical and research experience. 
Advanced degree in geophysics, 
engineering, mathematics, physics, 
or equivalent experience, required. 
Good computer skills a necessity, 
with Fortran required, C and UNIX a 
big plus, for conducting state-of-the- 
art research on the behavior of 
equity, bond, futures and options 
markets. Salary commensurate with 
background and experience. 


If you qualify and are interested in 
an excellent growth opportunity, 
send resume to: Box 68 


The Economist Newspaper Ltd 
10 Rockefeller Plaza 
New York, NY 10020 USA 
















ASSOCIATE. 
‘CONSULTANTS 


management consultancy, wishing to recruit Associate 
Consultants for the London office. 







| Associate Consultants work as members of consulting case 
|. teams, collecting and analysing data for strategy formulation 
and implementation. We are looking for outstanding 
graduates, aged between 22-24, with a minimum of an upper 
second degree and 12 months’ relevant work experience. 
Proven leadership ability and significant non-academic 
achievements are essential. A high level of motivation and 
responsibility is both encouraged and expected. The 
remuneration package is highly competitive and reflects the 
} demanding nature of the work. 


To apply, please send a CV and covering letter to 


Gillian Jones, Bain and Company, 16 Connaught Place, 
London W2 2ES, by 24 November 1986. 


BAIN AND COMPANY 


BOSTON -SAN FRANCISCO - LONDON - MUNICH : PARIS - TOKYO 
























“PUBLICATION 


What's Next in El U The Economist, 
World Energy? Intelligence Unit 
d 


INTHE CURRENT issue oF THE WO rly Energy Review: 
» ANALYSING THE ANALYSTS: Oil price forecasts under the scanner 


COAL AND SANCTIONS: The impact of sanctions against South 
Africa on the steam coal market in Western Europe 
. OIL STOCKS: why stocks have become crucial again in the global oil 
balance — what will be their impact? 
TANKER DEMAND AND LOWER OIL PRICES: The best pick- 
tie-up for an.ailing tanker market is a big increase in Gulf exports 
EXPLORATION TRENDS: Is it ali disaster? 
« The Economist Intelligence Unit's Quarterly Energy Reviews provide 
: information on every aspect of worldwide energy, region by region. The World 
Quarterly Energy Review is one of a series of eight. The other seven cover: 
` Western Europe; USSR & Eastern Europe; Middle East; Africa; Far East & 
Australasia; North America; and Latin America. 















































Each Review is published four times a year with updates on facts and figures 
on key energy issues, and news reports on the latest energy events. Facts and 
: ‘developments are reported froma business point of view highlighting exactly 
what the effects will be and how to make the most of the opportunities. 
The Economist Publications Lid. Reg. No:1775671. Reg, Office: 25 St James's Street, London SW1A 1HG. 
([] Please enter an annual subscription (4 issues) to the uteri ] 
World Quarterly Energy Review The Economist 
((] £82.50 UK; [7] £85.00 Europe: [C] US$179 North Publications Led l 
America: [1 £97.00 Rest of World. cations 






‘g Clienciose a cheque for £$ | Please invoice me 40 Duke St., London WIA 1DW 
to The Economist Publications Limited 10 Rockefeller Plaza New | 
NAME York, NY 10020, USA 
COMPANY Friedrichstrasse 34 l 








6000 Frankfurt am: Main 4 
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Commonwealth Secretariat 


(Commonwealth Fund for Technical Co-operation). 





ADVISER IN - 
DATA PROCESSING 


for the 


MINISTRY OF ECONOMIC 
PLANNING AND DEVELOPMENT 
MAURITIUS | 
2 year appointment WH Bigio 
The Ministry has recently installed an IBM.S/36, Several projects 
have been identified for implementation on the S/36 and Pe CTs 
including debt. monitoring and analysis; social accounting; con- 


sumer price index calculation; trade statistics; survey processing; 
economic forecasting and modelling. 





Duties: to assist with identification of new areas in economic 
planning where computerisation can be beneficial; conception, 
systems design, programming and testing of programs; mainte- 
nance and/or modification to existing. software; running an 

systems management of the computer ‘system: elaboration. of. 
standards for systems installed; training in areas related to. the 
operation and programming of 5/36 and microcomputers. 


Applicants must be citizens of a Commonwealth country, and 
possess EITHER a joint degree in economics and computer science 
OR a degree in economics and a postgraduate qualification in 
computer science. Should have at least 3 years’ post-qualification 
experience in computing. Essential that applicants be familiar 
and have hands-on experience on the IBM 8/34-S/36 family of 
minicomputers, its operating system and job control language. 
Considerable experience in the application of computing in field 
of econometrics, economic modelling and forecasting, economic 
data bases, survey processing, statistical analysis ete... , a strong 
programming background and ability to impart computer teche 
niques and knowledge. Bde howe edhe th 

Annual emoluments package in the region of £16,500 plus liousing 
and chidren’s education allowances, installation. grant etc. 
Paley eg tax free Mauritius. Further details and application 
orm irom: 








Recruitment Section 
Commonwealth Secretariat 
Marlborough House, Pall Mall, London SW1Y 5H. 
Telephone: 01-839 3411 Ext.8143 








APPOINTMENTS WANTED 













STOP PRESS—Briton's.career 


EXPLORATION Stalls... man, 33, manufactured 
CONSULTANT goode. marketing background. with 
iih 25 years" -anei ita counter trade and contract research 
US errata erence covering all major | | experience, living in Switzerland (full 


residence: permit but ‘free..to” move), 
wishes to use hard work, guts, French, 
German, numeracy and UK university 
technology degree to get going again. 

“Box 3510, The Economist Newspaper 


ground-floor. oj nity while drilling and 
fase costs at hetont ow Past finding Coat at 
$3-3.50/B0. För résumé contact: 
Philip K. Webb (405) 360-1858, 1723 E. 
Lindsey. Norman, OK 2071. 3 









“Ltd. 





INTERNATIONAL _ 






















ECONOMIC ANALYST — 
MSc Management, BSc Economics: experi- SPECIALIST LATIN AMERICA 
ence in international trade and: transports: | || Need to make ‘contacts, run ‘an office, 
seeks business. position with international -f promote projects, undertake research in 
organisation in areas of trade/finanice or man-- the LA-region? PhD Sorbonne in LA eco- 
agement. US/UK citizen: 15- years~ltalian 


nomic development, 20 years” overseas. 
zf experience, fluent Spanish and French, 
“offers responsible collaboration. Free to 
travel, relocate. Reply: C.M.K., VITAL 
‘DATA, 18 rue Lourmel, 75015 Paris, 








i K 
resident, multilingual (italian, Spanish, some- 
French). Travel and relocation accepted. 


Mr Zemaitis, PO Box 64352, 
Gilcago,W GOBBA USA Tel 312 3 














; 7 
France, Tel: (33-1) 43061102. 













‘COURSES 


ST ANTONY’S COLLEGE 
= Oxtord 
_. Applications are invited from men and 
_— women graduates and from undergrad- 
uates in their final year who wish to 
work for higher degrees or postgradu- 
< ate diplomas in the University of Ox- 
- ford, St Antony's is a college tor ad- 
‘vanced instruction and research in 
< International and regional studies, with 
a particular interest in the following 
areas: Western Europe, Russia/USSR 
“and Eastern Europe, the Middle East 
: andthe Maghreb, Africa, China, Japan, 
‘South and Southeast Asia, Latin Ameri- 
_ ca and the Caribbean. The major disci- 
_ plines represented in the College, in 
“ane of which an applicant normally 
should have a first degree, are: eco- 
nomics, economic history, history, hu- 
man geography, international relations, 
literature, politics, social anthropology 
and sociology. 
Those. wishing further particulars and 
"Application forms should send ‘a. brief 
_ description’of their academic interests 
the Secretary to the Tutor for Admis- 
1s, At Antony's College, Oxford OX2 
, . The closing date for applications is 
31 January 1987. 


Taking the GMAT or GRE 
-We CAN help 
di ta tutoriais. TAG Associates, 
London W5 4BR. 


OST, Londo 
Tel: 61-993 3983 


| Speak a language 


| \ Suite 1091; 31 Kensington Church St 


London W821i (01/997 1647 


"STUDENTSHIPS 


NUFFIELD COLLEGE 
Oxford OX? 1NF 
STUDENTSHIPS 


Open to men or women graduates who 
wish fo undertake research: or post 
graduate studies in economics,’ statis- 


tics, politics and government, sociolo- 


gy, -recent economic, social and 
political history, industrial relations, 
management studies, public and-social 
administration; or any other branch ot 
the social studies. Studentships do:not 
provide grants tor fees or maintenance. 
Particulars from the Admissions Secre- 
lary. Applications, marked ‘Student- 
ships as early as possible. 


"APPOINTMENTS 


EUROMONEY 
PUBLICATIONS 


Assistant Editor required 
with some experience of 
financial journalism. Must 
be diligent, enthusiastic, 
creative and hard working. 
Apply with curriculum vitae 
to: 


Elisabeth Onisiforou 
Euromoney Publications pic 
Nestor House, Playhouse Yard 
London EC4V 5EX 


Interested in applying . economic 
skills to real: problems? Leading agri- 
cultural economics consultancy 
seeks well-qualified, . experienced 
economist, preferably with knowl- 
edge of agriculture and international 
trade, to take over and develop an 
expanding area of the company’s 
business and lend support, when 
needed, to other research areas. The 
successful candidate will be numer- 
ate, able to write quickly and clear- 
ly, a self-starter yet able to work as 
part of.a team, confident in dealing 
with senior executives in private and 
public sector oganisations. 

We are an expanding company 
which offers a flexible and friendly 
environment and the opportunity to 
participate in our growth. Competi- 
tive salary, pension scheme and 
profit share. 

Send CVs and samples of writ- 
ten work-to: 

Director of Research 
Landell Mills Commodities Studies 
50/51 Wells Street 
London W1P 3FD 


| Previous applicants need not apply 


INTERNATIONAL 
PROPERTY 


neien 
HOUSE SWAP: Wash. DC. Deluxe 
twnhse, 3 bdrm/study (Capitol Hill) for 
like in London (W.End, Hampstd.) Avail 
dan 87 1 yr.min; (202) 546-7179/PO 
Box 15549, Wash OC 20003. 


mennina 
COMFORTABLY FURNISHED Mews 
cottage 5 mins Marble Arch. Large 
lounge, double bedroom, dining, kit and 
bath. All mod cons. Immaculate. Apply 
the Manager, 44 ‘Great Cumberland 
Place, London, W1, 


LAKE GENEVA/MOUNTAINS 


Fine sélection of apartments and chalets 
available with authorisation for foreigners. 
High-standiog apartments also availabie in 

id Valley and no area. Reasonably 
priced: Excellent terms. Visits also on week- 
. ends by appointment. 


UNIVERSITY OF ESSEX 
Chair in 
Economics 


Applications are invited for a Chair in 
Economics to be filled in any area of 
theoretical or applied economics from 1 
October 1987 or as soon as possible 
thereafter. 


Applications (14 copies), including a 
curriculum vitae and the names and 
addresses of three referees, should 
reach the Registrar (C/498/E), Universi- 
ty of Essex, Wivenhoe Park, Colchester 

04 3SQ, from whom further particu- 
a may be obtained, by 12 December 


experience, preferal 
working for change at the grassroots level. 
Experienced in. designing and managing pro- 
gressive grassroots — devel pros 


nd- cover: fetter: to: 


Rec f Amor- 
kca, 115 Broadway, Boston, MA 02116. AA! | 


EUROMONEY 
PUBLICATIONS pic 


Seeks two young financial reporters for a new publication to be 
launched in the Spring of 1987. 


Candidates should have news experience, preferably on. a 
financial newspaper/news channel/screen service, or have a 
keen interest in international finance. 


An international banking background might also suit. We seek 
intelligent self-starting individuals able to generate high quality 
copy quickly and accurately. 


Apply to the Managing Director, Euromoney Publications | 
pic, Nestor House, Playhouse Yard, London EC4V 5EX. 


INTERNATIONAL CROPS RESEARCH INSTITUTE 
FOR THE SEMI-ARID TROPICS (ICRISAT) 


ICRISAT IS SEEKING THE FOLLOWING PERSONNEL FOR 
ITS SAHELIAN CENTER, AN AGRICULTURAL RESEARCH 
STATION LOCATED NEAR NIAMEY, NIGER. 


REGIONAL FINANCE OFFICER 


—Responsible for all accounting and treasury operations of the Icrisat 
Sahelian Center and for the management and development of locally 
recruited accounting staff. Additional responsibilities incltide ‘review: - 
ing the accounting systems and staff development needs of Icrisat's 
other programs in West Africa as well as monitoring periodic financial 
reports from these programs. Candidates must be fluent in French, be 
qualified accountants and have at least 6 years of experience 
including at least 3 years in a post with similar responsibilities. 


PHYSICAL PLANT SERVICES OFFICER 


—Responsible for the repair and maintenance of the tcrisat Sahelian 
Center's physical facilities, vehicles, maonnery. electrical and elec- 
tronic equipment. Additional responsibilities include the management 
and development of locally hired repair and maintenance staff. 
Candidates must have a university degree or the equivalent in 
mechanical or electrical engineering, be fluent in French and have at 
least 10 years experience in the maintenance and repair of a large 
physical plant, including at least 3 years in a supervisory capacity. 
—Desirable qualifications include experience iñ a West African 
country and/or experience with an agricultural research organisation. 


The positions offer competitive salaries plus expatriate benefits 
including tax free salary, annual home leave, duty free privileges; rent 
free housing, etc. 


Candidates should forward their applications, CVs and recent salary 
histories to The Administrator, icrisat Sahelian Center, B.P. 
12.404, Niamey, Niger to reach him by 31 December 1986. 











Refurbishment ot 
Boardrooms and Offices 


Furniture restoration, French:polishing, 
Re-lining of desk topa; Upholstery, Be- 
spoke furniture. A fully comprehensive 
service. 

For further information contact: 







































Specialists in the restoration of fine furniture 
for Business Houses. 


Est 1920 LAPADA Members 


THE 
EXECUTIVE HOTEL 
57 PONT STREET 
(CADOGAN SQUARE) 
KNIGHTSBRIDGE 
LONDON SW1X 0BD 
Tel: 01-581 2424 
Telex: 9413498 EXECUT G 


Located in London's most 
| prestigious residential area. 
Only a short stroll away from 
Harrods, fashionable Knights- 
oridge shops, and worid tam- 
‘ous Beauchamp Place. 

All rooms with full private facili- 
“tes. Colour TV. Direct dial 
phone. Hairdryers. Coffee/Tea 
makers. Substantial buffet 
English breakfast. 
Singles: 
Twin/Doubles: 








£38 + Vat. 
£45 + Vat. 




















document. 








all this. Write to: 




















Costa Rica 


offers you the ideal investment choice, plus an 


INTERNATIONAL TRAVEL DOCUMENT 


Costa Rica; under Law 4812°and its bylaws, provides the opportunity for 
investors to achieve capital growth, high yield, tax advantages, financial 
privacy, legal residency status in a highly-respected democracy where 
personal residency is not required, and an internationally-accepted travel 


BUSINESS & PERSONAL 


| HOTEL NUMBER EIGHT 


a small luxury hotel in London's 
j est End 


excellence in comfort & service 
Single bedroom £33 plus vat 
Double or Twin £40 plus vat 


* sumptuous buffet breakfast 
* Colour tv, radio * direct dial 
telephone * hairdryers * tea/cof- 
fee/chocolate in bedroom * most 
rooms with private facilities 
HOTEL NUMBER EIGHT, 
Emperor's Gate, 
South Kensington, 


Telephone 01-3707516 
Tix 9413498 EXECUT G 





EMIGRATE 
TO FLORIDA 


Earn $40,000-100,000 per annum 
via a business purchase and quali- 
fy for residence in sunny Florida. 
Secure a future for your family. 
Minimum cash investment 
$75,000-100,000. Alternatively a 
$10,000 business investment will 
return a guaranteed 18% dividend. 
Complete re-settiement and immi- 
gration service. 

Detailed brochures: British Ameri- 


can Consultants inc, 10th Floor, 
Suite 1001, 1555 Palm Beach 


1 Lakes Bivd, West Palm Beach, 


Florida 33401 USA. Tel: (305) 
689-8998. Telex 466 740. 





A minimum investment of US$50,000 including stable income will achieve 


FIDELITY MANAGEMENT INTERNATIONAL, INC. 
Dept. 450, PO Box 230, Centro Colon 1007, San Jose, Costa Rica. 
: Tel: (506) 22-1659 or 23-7362. 
Telex 48094 FIMAN CR. 

















 Retiicted in Bolum BK 


Life Assurance 
pd Services SA, BWAS 
mer e 6 Avenue Lloyd , Box 5 
3 : A f B-1050 Brussels, k 
GUARANTEED INVESTMENTS: LIMITED. J 32.80 
$4978 dunn b 
Affiliated with the Dunn & Hargitt international Group 


FUTURES TRADING 4 
aW ITHOUT RISK, 
(minimum investment U.S.$ 20,000). 


Write today for a FREE brochure 
and please include your telephone number. 


Winchester 


el: 02-640.32. 
Telex: 









ry 


































| Readers are recommended to take 
the appropriate professional advice 
before- entering into any binding 
commitment. 


DON'T BUY an air ticket until you have 
contacted us (specially USA/Canada). 
Sage Tvi, 01-444 6554/7202. Telex 
266045 3 





OVERSEAS POSITIONS 


Hundreds oftop paying positions available 
incomes. Many attractiv 












personnel etc. 
For free information about. our publica- 
tions, write: i 5 
TE ii 
EC, PO Box to, Yown of Mount Royal, 
Quebec, Canada H3P 3C7. 





AFRICA LOW COST Flight specialists. 
Atrican World Travel Services, 01-734 
7181, 734 7182, 5th Floor, Radnor 
House, 93 Regent St, London W1. 
PROFESSIONALLY prepared curri- 
cula vitae by T & L Services, 5A London 
Road, Enfield, Middx, UK. Tel: 01-367 
5715: f 


AGENTS 
REQUIRED 


We would like to talk 


TO YOU 
if you or your company are: ` 
1. Financial Consultants 
2. Investment Brokers 
We are looking worldwide 


FOR AGENTS TO 
REPRESENT US 


We have an established history of suc- 
cess in ity Fund Management 
and now we wish to taik seriously with 








AUTHORS! Send Your’ Manuscripts. 
Biographical, Fiction, Travel, . Poetry, 
ete: for Book Publication. Reasonable 
terms. Stockwell, Dept 75, Ilfracombe, 
Devon, England. (Estd 1898). 
















Are you seeking a presence ora 
arpea eli cf 


+ Controlling Marketing/Establighing Networks 
+ industrial Offshore Activities 






people who would like to be involved * Consulting/At Services 
in ; Agency Se : 
i i ~ Other Management Services on request 
a company with management experience $ “ ? j 
based in the City ot London and backed ELKUCH IND-TECH CORP 
by two centuries of trading B 3 


9487 Bendern/Liechtenstein 
offeri E a 
managed funds that ha outpertormed Nal: 0257.11 T7 Tatax 400119 FLKU NL 


all our co! 

together with 
very erate gonseniasion incentive 
earn a excellent. sales support 
from Head Office. 
If you wish to hear further on the 


terms of an agency agreement with 
us piease write to: 










CUT THE COST OF 
YOUR STAY IN LONDON 


phone, colour TV, central heating, elevator. 


Box 3463 ; Suit 1-2 persons. Brochure by airmail. 
The Economist Knightsbridge Service Apartments 
25 St James’s Street, 45 Ennismore Gardens, LONDON SW7 
London SW1A 1HG Tel: 01-584 4123 Telex 261261 Globe G 


NO 






A £5,000 into 

£64,000 injust5 years i 

A oY audited track nited liability 
recor Minimum investment . 
A Futures managed £5,000 or sterling 
account programme. equivalent 


ee ee ce ce in ce co a a ln Ss in te es Ce en Se a a 


1 Please send me detoils on your Investment Programme EC 11 


Computer System Trading Company itd. 5.5 Hatton Wall London ECIN 8HX, 
onama 7201-405 8494 Wi Telex: 22553 CSIC I Fox: 01-405 7/17 



















PostCodecia 


ECONOMIC AND FINANCIAL INDICATORS 7 


OUTPUT, DEMAND AND JOBS New figures show that in three countries unem- THE ECONOMIST COMMODITY PRICE 
ployment was lower in October than a year earlier: the jobless rate has fallen to 7.0% INDEX World demand for agricultura 
in the United States, 9.4% in Canada, and 14.4% in Holland. But Australia's commodities is growing more slowly this 
‘unemployment rate went up from 7.8% to 8.4% during the same period. Canada's decade thanlast. The uNFood and Agricul- 
industrial production fell 0.9% in August to a level 1.7% lower than a year earlier. West tural Organisation (Fao) has published its 
Germany's retail sales rose 3.1% by volume in the 12 months to September. forecasts to 1990. Poor countries will 
"Se change et Seana account for most of the expected increase 
ae industrial production GNP/GDP retail sales unemployment % rate in food consumption. Despite this, food 
3mthst year  3mthst year  3mthst 1year latest year ago consumption per person in some 30 low 
income countries (20 of which are in Africa) 
is expected to be lower in 1990. In 
developed countries populations are not 
increasing so fast, and most people are 
eating quite enough already. Plentiful 
supplies will keep real prices. of most 

agricultural commodities low. 


1980-100 “% change on™ 

Nov 4 Nov 11 one: one 

(provisional). month: year. 

Dollar index Jee ee 

t po . Allitems 777 771 +29 + 48 

PTER nn eea n Food 84.3 837 +46 ~ 03 

ICES AND WAGES American wages rose 2.5% in the year to October—a real industrial 

pay tise of 0.7%. Japanese workers did slightly better; their 2.3% pay rise in the year All 70.2 70.6 +05 +78 
to September gave them a real increase of 1.9%. Consumer prices fell by 0.2% in ie an ee if m4 Hae: 
Holland in the 12 months to October. During the same period, Britain’s wholesale —Mels___63.0 632 -15 #45 


sake ; A Sterling index 
S rose 4.3%—faster than in any other country in the table. Alt items 127.5 1255 +22 +429 


Food 138.5 135.2 +45 +21. : 
wholesale prices* wages/earningst Industrial 
3 mthst 1 year 3 mthst t year All 116.3 114.1 +04 +59 
Nfat 132.0 131.0 +32 +103 
Metals 103.4 102.1 -15 + 26 
ET St BG 


SDR index 
All items 84.9 84.5 +43 - 59 
Food 92.2 91.1 +67 -104 
industrials 
All 76.8 768 . +25 - 3.2 
Niat 87.9 882 c +54 + 08 
Metals 68.9 68.8 +04 - 62 
Gold 
$ per oz 4085 4055 ~- 56. +2590) 
Crude oil North Sea Brent ` 


ws y barrel 14, 14. + 8: 
tHourly wage rates in manufacturing except. $ per ba 30 80 8.8 
Canada, Sweden and USA. hourly earnings; tNon-foad agricutturals. 




















Japan's exports as % of imports 
p Other 
onnee Britain Western 
West Europe 
Germany 3 


rts. to America as a per- - i . : i Soviet 
ge of its imports from America. pees . ; Union 
This ratio doubled during the five : 
years, to 256% in 1985. Britain has an 
even bigger imbalance: Japan's ex- 
ports to Britain were 260% of its 
imports from Britain last year, up from 
194% in 1980. Japan's surplus with 
West Germany has risen by a quarter 
to $4.1 billion, but the export-import 
ratio.has remained at around 235%, 
dapan’s export-import ratio has fallen 
in Latin America and Africa—and also |, 
in some smaller European coüntries. -souer wF 


tnotes applicable to all tables. All figures seasonally adjusted except where otherwise stated. *Not seas. adj. tAverage of Jatest 3 months 
red with average of previous 3 months, at annual rate. n.a. Not avail : ‘figures in brackets denote month of indicator: 





a record high—28% above its lowi in late duly, but then slipped back on worries about 
pe Australia’s balance of payments. Share prices fel 15. 9% in Singapore, 4% in Spain. 
West Germany——to their lowest levels | Stock price indices 
since the late 1970s. Yields are now one 
barely haif what they were at their | i low week year 
| peak in 1980-81. But in Britain bond | 
yields have risen by two percentage -osa doaa 766 8 
| points since April—they are well ey S 
| above the yields in the other big econ- | 
omies and higher even than in Italy. 
Because inflation has fallen faster 
than nominal interest rates, real rates | 
ated here by deflating nominal 
ids by the rise in consumer 
“over the previous 12 months) | 
‘are still high. Real long-term interest 
tates have. fallen since 1983 to 5.7% | © Sweden 2651. 36728-17296 
{cin America and 4.3% in Japan, but in| jitzeriand 
West Germany and Britain they re- «ASI 
main at roughly 73%. | USA 1896.0 1919.7 1502.3 


Long-term government bond yields | MONEY AND INTEREST RATES The 12-month growth rate of Japan's n 
United States Britain | Measure or money slowed to 7.7% in September, but its broad measure: ro 
| pA Nominal i 











Money supply Interest rates % p.a: (Tuesday, except bonds which are previous Friday) `; 
% rise onyearago Money market Commercial banks Bond yields Eurocurrency... 
Narrow Broadt Overnight 3months Prime Deposits Gov't Corporate Deposits Bonds. 

ing 3months o term. 
80 3.80 
































+13.4 + 87 (9) 578 750 550 762 ; 
Other key rates in London 3-mth Treasury Bilis 10. 6%, 7-day Interbank 10.9%, clearing banks’ 7-day notice 4.4%. 
Eurodollar rates (Libor): 3 mths 6.13% , 6 mths 6.13%. 








{M2 except Australia, Canada, ‘Spain, Switzerland, USA, W. German a 
shir i 2 a fates quoted available on request. Sources: Bank of Bilbao, Chase many M. dar 
"4980 B2 -84A 86 1980 82 . | {Belgium}, Nederlandse Credietbank, Credit Lyonnais; Svenska Handeisbank 
*Detlated by ree in CPI over previous 12 montis g ! rales are indicative only and cannot be construed as offers by these banks. 


TRADE, EXCHANGE RATES AND RESERVES Canada’s trade surplus fell to US$7. 5 billion in the) 

_levelin the year to September 1985. During the same period, Sweden's 12-month trade surplus more than de 
America’s foreign reserves rose by 36% in the year to September, to $37.0 billion. This total includes foreign exchange, SDRS and 
the reserves America holds with the IMF, but not gold. Japan's reserves jumped. 50% to $41 5 billion. 


` Trade balance** current- Trade-weightedt currency- units për $ currency units 
š $bn j account exchange rate : 
latest latest 12 balance $bn : ‘ 
month months latest 12 mths latest year ago latest per£ per SDR 
>. Australia - <i 1.86 
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free with a US$36.00 diary. 
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Cl l enclose my cheque for HKS/USS__ 
made payable to: The Economist Diary (Customers 
outside Hong Kong may make their payment by a 
means of an international money order drawn ona 
US dollar account.) 


The Economist Desk Diary is 
much more than just a diary. 

It also has 120 pages of carefully 
researched and indexed information. 

To compile this data for yourself 
might at a conservative estimate cost 
about USS$28 000. 

One page about ‘the Average 
Britom has more authoritative new 
facts about life in the UK than many 
marketing manuals have in total. H 
tells you how much he earns, how he 
spends, how and where he saves, what 
he owns. 

There are 39 such pages about 
every aspect of the economic, 
political and business life of the 
UK alone. 

There are similar sections for the 
EEC, the USA, the Middle East, 
Asia and Australia, 

There are 19 full colour maps, 
and the street plans for cities as 
far apart as Sydney, Singapore and 
Sao Paulo. 

Whether you're considering a new 
export market, planning a business 
trip abroad or deciding when to make 
international phone calls, it has the 
facts you need, 

What is the price of joining the 
elite social roster of Economist diary 
users? 

It costs less than you might 
expect to pay for the diary alone, 
when it is hand made, bound in 
real leather and has pages of appoint- 
ments arranged to take in the week's 
schedule at a glance, 

When you pay only US$36 for The 
Economist Diary, you also get several 
thousand pounds worth of annually 
updated management information 
included free. 


Free gold blocking of your initials 
if you order before December Ist. 





Personalise your diary with our 
compliments. We'll add high quality 
gold blocking of your initials; simply 
complete the order form below and 
return it with your payment before 
December Ist 1986. 
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Please charge my American Express/Visa account 
number at the USS price quoted. exon 
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“Lingan’s ship roars out of Mingo...” From Flash Gordon Comic Strip, 1939. 


Once, gearing a company for the 21st Cen- 
tury would have counted as long-range planning 
But the next century is next door now 

And any company that wants a significant 
place in the future has to consider whether its 
businesses, literally, have a future. 

At TRINOVA, we began thinking about the 
future some time ago. And it’s reflected in the 
corporation we've become, and the products 
we make. 

You see, our operating companies — 
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Aeroquip, Vickers and Sterling Engineered Prod- 
ucts —manufacture thousands of products other 
manufacturers need. Some $1.4 billion worth. 

Equally to the point, in our businesses (power 
and motion control, and plastics) we're market 
leaders. 

Well, as leaders, we've begun applying cer- 
tain principles that we're convinced will become 
more and more a part of manufacturing. 

Meaning what, exactly? 

Absolute quality, for one. Customers always 


ooked for quality. But nowadays, they insist on it. 


And there's the principle of cost effectiveness. 


Vhich involves not just making products that con- 
‘ibute to our bottom line, but to our customers’ 
iottom line. 

Finally, the pursuit of technological excel- 
ence. A pursuit that goes beyond the factory floor, 
ito every corner of our corporate life. 

If these principles made sense before, they'll 
€ even more crucial in the future. 

Which is why we feel the urgency about mak- 


res Syndicate, inc. 
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ing them part of our thinking and our products. 
The Twenty-First Century is, after all, only 
14 years away. 
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Airbus. Your best return on investment. 


‘The revolutionary Ai 
chosen pad ok 
sre: he Arbus famiy ofiera 
i reduced airline operating costs 
worldwide. The Airbus family, ape a . 
~ setting new standards in 
comfort and marketing opportunities. 
And now the all new Airbus A320. Years 
ahead of the competition and first with 
iy ht answers for the 150 seat market. 
The most advanced family of 
jetliners in the world. 


© Airbus Industrie 
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